GEORGE L. WHITFIELD
WALLSON G. KNACK
CHARLES E, McCALLUM
JEROME M, SMITH
JOHN D. TULLY
WILLIAM K. HOLMES
ROGER M. CLARK

JOHN H. LOGIE
DONALD J. VELDMAN

I. JOHN SNIDER 11
JACK B. COMBS
JOSEPH F. MARTIN
JOHN R. MARQUIS
JOHN H. MARTIN
JAMES H, BREAY
ROBERT H. SKiLTON 111
ERNEST M. SHARPE
VERNON P. SAPER
HUGH H. MAKENS
GORDON R. LEW!S
ROBERT J. CHOVANEC
PETER L. GUSTAFSON
J. A. CRAGWALL. JR.
STEPHEN R. KRETSCHMAN
W. MICHAEL VAN HAREN
MICHAEL L. ROBINSON
EUGENE E. SMARY
DOUGLAS E. WAGNER
ROBERT w. SIKKEL
THOMAS H. THORNHILL
JEFFREY O. BIRKHOLD
TIMOTHY HILLEGONDS
JOHRN G. CAMERON. UR,
JOHN H. MCKENDRY, JR.
PAUL T. SORENSEN
CARL W. DUFENDACH
STEPHEN C. WATERRBURY
RODNEY D. MARTIN
RICHARD E. CASSARD
ALEX J. DEYONKER
CHARLES E. BURPEE

WARNER NORCROSS & JUDD

JOHN D. DUNN

WILLIAM W, HALL

BRUCE C. YOUNG
SHANE B. HANSEN

F. WILLIAM MCKEE
LOUIS C. RABAUT

PAUL R. JACKSON
DOUGLAS A. DOZEMAN
JOHN V. BYL

JANET P. KNAUS
KATHLEEN M. HANENBURG
TRACY T. LARSEN

SUE O. CONWAY
CAMERON S. DELONG
JEFFREY B. POWER
SCOTT D. HUBBARD
STEPHEN B. GROW
RICHARD L. BOUMA
DANIEL R. GRAVELYN
ROBERT J. JONKER
DEVIN S. SCHINDLER
MICHAEL H. SCHUBERT
VALERIE P. SIMMONS
WILLIAM C. FULKERSON
ANTHONY J. KOLENIC. JUR.
JAMES MOSKAL

MARK K. HARDER
JEFFREY S. BATTERSHALL
JEFFREY A, OTT
MARTHA W. ATWATER
JUDITH LOWITZ ADLER
RODRICK W. LEWIS
KEVIN G. DOUGHERTY
MELVIN G. MOSELEY. UR.
JAMES J. RABAUT
TIMOTHY L. HORNER

R. PAUL GUERRE

LOREN M., ANDRULIS
SUSAN GELL MEYERS
GORDON J. TOERING

VIA FEDERAL EXPRESS

Connie Puchalski

U.S. EPA Region 5
77 West Jackson Blvd.

Chicago IL 60604

. .8
o L

ATTORNEYS AT LAW

900 OLD KENT BUILDING
1 LYON STREET, N.W.

GRAND RAPIDS, MICHIGAN 49503-2487

TELEPHONE (616) 752-2000

FAX (616) 752-2500

400 TERRACE PLAZA
P.O. BOX 900

MUSKEGON. MICHIGAN 49443.0900

TELEPHONE (616) 727-2600
FAX {6161 727.2699

300 CURTIS CENTER
170 COLLEGE AVENUE

HOLLAND, MICHIGAN 49423-2920

TELEPHONE (616) 396-9800
FAX (616) 396-3656

1000 TOWN CENTER. SUITE 650
SOUTHFIELD. MICHIGAN 48075-1222

TELEPHONE (248} 223-5000
FAX 1248) 223-5005

WWW. WNJ.COM

May 11, 1999

Re:  United States of America v. City of Albion et al.

Dear Connie:

US EPA RECORDS CENTER REGION 5

M

R. SCOTT KELLER
WELDON H. SCHWARTZ
KENNETH W. VERMEULEN
MARK E. BROUWER
KAREN J. VANDERWERFF
NORBERT F. KUGELE
MARK J. WASSINK
DENNIS J. DONOHUE
WILLIAM P. DANI
ANDREW D. HAKKEN
ANDREA J. BERNARD
LORI L. GIBSON

DANIEL B. RUBLE

PAUL L. WINTER

MOLLY E. McFARLANE
MICHAEL P, LUNT

CARIN L. OJALA

DANIEL K. DEWITT
MICHAEL K. MOLITOR
MELISSA N. COLLAR
GERARDYNE M. DROZDOWSKI
ROBERT A. DUBAULT
EDWARD J. BARDELLI
TASHIA L. RIVARD
DANIEL P. ETTINGER
JAMES L. SCOTT I

JOHN E. KESSLER
STEVEN D. JOHNSON
CHRISTORHER J. PREDKO
BRIAN J. MASTERNAK
CHRISTIAN E. MEYER
DEAN F. PACIFIC
COLLEEN D. LUNDGREN
JONATHAN J. SIEBERS
GREGORY E£. SCHMIDT
JARON J. NYHOF

AMY O'MEARA CHAMBERS
JOSEPH A, KUIPER

i

JOHN J. BURSCH

ANGELA M. JENKINS

ERIN M. MAGLEY®
NATHANIEL E. B. FORSTNER
CHRISTOPHER R. UZPEN
BRIAN M. ANDREW

JAMES A. KROGER
GREGORY P, BONDARENKO
DAVID L. SKIDMORE

MARK B. PERIARD
KIMBERLY T. BIALAS
ANDREW C. SHIER
RACHEL L. RUBENFAER
KURT D. JOHANSEN"*
ANNA M, CALDWELL

COUNSEL
JOSEPH M. SWEENEY

OF COUNSEL
LAWSON £. BECKER
CONRAD A. BRADSHAW
HAROLD F. SCHUMACHER
CHARLES C. LUNDSTROM
THOMAS R, WINQUIST
PAUL K. GASTON
R. MALCOLM CUMMING
ROGER H. OETTING
JERRY D. HANSCUM

DAVID A. WARNER
1883-1966

GEORGE S. NORCROSS
18891960

SIEGEL W. JUDD
1895-1982

"LICENSED IN MASSACHUSETTS
“"LICENSED IN MINNESOTA

Sender’s Direct Dial No.

(616) 752-2177

As we discussed, enclosed find the 1998 Annual Report for Corning. When I receive the Annual
Report for Cooper I will forward it to your attention. Call with any questions.

MGM/dlp
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(1) Excludes the impact of equity losses from Dow Corning of 30.01 per share in 1994 and 51.54 per share in 1995, In millions. except per share amounts

restructuring charges of $0.07 per share in 1995 and 50.21 per share in 1998, and non-operating gains totaling
50.10 per share in 1998,

(2)  Excludes the impact of a restructuring charge and non-operating gain of $0.21 per share and 50.06 per

share. respectively. in the second quarter and a non-operating gain of 50.04 per share in the fourth quarter



TO OUR SHAREHOLDERS:

1998 was a vear marked by:

— An economic crisis in Asia that heavily impacted our earnings in the first half of the vear.

—  Strong cash flow. profitability. and balance sheet ratios. despite the weak first half.

—  Continued growth and focusing of our research. development., and engineering efforts — that have been

essentially doubled in the past three years.

A broad scale strengthening of our competitive position, paced by new product innovations.

A favorable conclusion to the divestiture of our consumer housewares business, essentially completing our

transition to a high-technology enterprise focused on growth markets.

— A 21% increase in market value.




RESULTS

Few companies anywhere were able to avoid the effects of the economic crisis that swept the globe in late 1997
and 1998. Our financial performance for the vear was mixed in this very challenging economic environment.
Sales decreased by 1% to $3.5 billion, net income from continuing operations before special items declined

by 13% to $353.8 million, and earnings per share, fully diluted, also declined by 13%.

The key drivers of this performance were significant price declines in the telecommunications segment and
reduced volume in several businesses. Optical fiber pricing declined over 20%, due to severe competition as
a result of reduced demand in Asia, excess industry capacity and the weakness of the ven through the first
three quarters. The Asian crisis also dramatically reduced demand in the semiconductor industry, causing a
serious drop for our high purity fused silica products and a reduction in demand in the Korean car market

for ceramic substrates.

However, these full-vear results do not adequately portray either the dynamics within the vear or the momen-
turn that we have heading into 1999. In the first half of 1998, sales were down 4% and net income decreased
25%. These declines halted in the second half, with sales up 2% and net income equal to the prior vear. More

importantly, operating income, which was down 44% in the first half, was up 7% in the second half.

We took significant steps to reduce costs in the face of the price declines. Selling and administrative costs were
down 10% versus the prior year. In addition, we implemented an early retirement program which will help

our 1999 earnings.

The good news is that our continuing investments in new product development, manufacturing effectiveness,
and organizational efficiency enabled us not only to weather the storm. but also to actually pick up market
share and improve profitability in certain businesses as the vear went on. While we are still not happy with
the overall financial results, we finished the second half even with 1997, and we are positioned to resume our

growth in 1999 and bevond.

Furthermore. profitability, as measured by return on shareholders’ equity. was a strong 23% despite the
difficult vear. Net income was also strong at 10% of sales. We continued to strengthen our balance sheet by
using the proceeds from the sale of the consumer housewares business to reduce the ratio of total debt to

capital from 40% to 35%, giving us the flexibility to make appropriate strategic investinents.



Overall, our investments in buildings, equipment, people. and new products and processes are showing results
that reinforce our confidence about the future. One cannot visit our expanded Sullivan Park Research Center
without being impressed by the scale of the facilities and the scope and quality of the work that is going on.
The same feeling emerges from other new or expanded facilities in New York, New Jersey, North and South
Carolina, as well as overseas, where we are integratng the European operations of Optical Fibres. preparing to

break ground for our new environmental products plant in China, and expanding laboratories in France and Russia.

Equally important, the products that are coming out of these investinents are capturing the attention of the
marketplace and delivering value that bodes well for customers and shareholders alike. In the optical fiber
market, Corning’s LEAF® fiber is emerging as one of the industry’s unequivocal successes. Our multivear invest-
ment in photonic technologies has also started paying a critical dividend, as profits in this high-growth
business turned up significantly in the fourth quarter. Weakness in the semiconductor industry remains a
concern. but it will turn around, too; as you will see later in this report, we are well along in the develop-

ment of advanced materials for future growth cvcles.

A BALANCED COMPANY

With the completion of our Consumer Products divestiture in the spring of 1998. Corning is a more focused
high-technology company. well suited to the markets we are addressing and the synergies among our core
technologies. Our enormous strength in optical and materials science related to telecommunications is only
part of a balanced portfolio squarely in line with several of the most important trends of our time. The
insatiable demand for bandwidth in all forms of communications, the explosive growth of the Internet. the
evolving microchip, the genomics research activity, the push for a cleaner environment: these are huge. world-

wide growth engines which Corning is helping to fuel.

We have also maintained our balance in another respect. While paying careful attention to short-term issues.
and absorbing a fair amount of restructuring pain in the process, we have kept our eve on the long-term trends
driving our strongest markets. Because we anticipated many of the cost pressures of the past vear, we were
able to deal with them in an orderly way, while still competing aggressively and continuing to commit to new
products and technologies. Inside Corning,. the talk is not only of “staving the course.” but of “adding octane.”
A concrete example of this is the ongoing pace of new product development in fiber and photonics since our

LEAF fiber announcement last February.




MARKET VALUATION

I was, obviously. as upset as anyone last summer when our stock suffered a major setback. While the
doubling in value since then has been gratifving. it is clear that we still have work to do to ensure that our
valuation reflects our strategic advantages. Our products are typically highly technical and hidden far from
the public eve inside customers’ products and processes. However. our contributions are becoming

increasingly visible to end users, and I believe that a positive effect on our valuation will follow.

Another part of this vear's valuation story is the prospect of a settlement in the Dow Corning litigation. As
this unfortunate matter moves to a conclusion. rest assured that management will do evervthing we can to

maximize shareholder value.

ORGANIZATION AND OUTLOOK

All told, it was a vear of tightening and renewal. This alwavs difficult process is part and parcel of our
ability to create additional opportunities. and we did that too. We built up our international infrastructure to
support our teleconmunications and environmental businesses in China and Europe. We also launched a
joint cable venture in Russia with the country’s leading telecommunications cable provider, getting on the
ground early in anticipation of the eventual turnaround there. In addition, we brought a new generation of
leaders into key top management positions and raised the total Science and Technology headcount by more

than 15% from a yvear earlier.

In an often trying vear. people throughout the company responded with undiminished enthusiasmn, teamwork,
and pride in what we do and how we do it. This depth of professionalism and commitinent makes the hard
jobs easier, and makes the rest a privilege. I'm grateful for the opportunity to work with this superb team.
as we head toward a new round of growth. I look forward to moving back into double-digit earnings per

share growth territory this year.
SENC @ =X/ N
. C-

Roger G. Ackerman
Chairman and Chief Executive Officer

February 1999
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Corning’s 1998 performance demonstrated
the value of balanced investments in com-
plementary technologies and markets. With
the completion of the Consumer Products
divestiture, Corning has emerged as a focused,
global player in several high-growth industries
where our strengths in materials science and
process engineering are particularly valuable.
As some of these industries experienced a tur-
bulent year, positions in others helped us ride
out the volatility and prepare for the next

wave of growth.

This year’s Annual Report profiles the major
businesses in Corning’s Telecommunications,
Information Display and Advanced Materials
operating segments. All these businesses share
important characteristics. They serve large,

orowing, global markets. They offer ample scope




for long-term market leadership and prof-
itability based on technological innovation.
And they draw on knowledge and disciplines
that have been nurtured by Corning Science
and Technology, our research and develop-
ment organization, to a degree that separates
us from competitors and provides a broad
foundation for tuture growth.

Corning has a long history of continually
reinventing itself to seize opportunities. As the
pace of new opportunities has accelerated, we
have streamlined our innovation model and
developed additional ways to speed cycle time,
anticipate customer needs and capitalize on
the synergies among our businesses.These
efforts are now resulting in an unprecedented
flow of new products and technologies across

a wide range of platforms.




The ability to create new science and new businesses
has been a hallmark of innovation management at
Corning for decades. Today. nine core technologies are
deploved globally to define future markets and leverage
Corning’s extensive intellectual property portfolio.
“The pace of the markets in which Corning
participates requires an aggressive approach.” says Dr.
Charles “Skip” Deneka. senior vice president of Science
and Technology and Corning’s Chief Technical Officer.
“We've taken significant steps to speed innovation and
enhance our role as an entrepreneurial incubator. Our
patient investments in cross-linked core technologies are
key to these accomplishments. Continuing innovation

that capitalizes on these links is the engine that will drive

&
¢

-

Allison Arcangeli
Technician

Xiaodong Fu
Senior Development Engineer

Dipak Chowdhury
Manager, Photonic Modeling
and Process Engineering

long-term opportunities for optical fiber. photonics
and advanced materials.”

Corning’s accelerated commitment to Science and
Technology is reflected in the growth of research.
development and engineering spending across the
corporation. More than 1200 scientists and engineers
work around the globe on R&D initiatives closely
linked to business strategies.

“One performance measure for Science and
Technology is the ability to attract and retain the top
technical talent needed to define and develop the
technologies of the future.” says Dr. Deneka.“Another is
to deliver those technologies when the markets demand

them. We work to ensure that we succeed at both.”

Karl Archer
Maintenance Associate
Electrical

Eyerce Armstrong-Poston
Research Associate

Charles Deneka

Senior Vice President
Science and Technology
and Chief Technical Officer
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No industry is more global, or more central to Corning’s
global ambitions, than telecommunications. As
deregulation and privatization sweep away barriers
to competition in country after country. the stage is set
for Corning to reap growing rewards from its pioneer-
ing work in optical networking. With the volume of voice
and especially data traffic rising faster than ever. the
challenge to telecommunications service providers is
to maximize capacity through the high-bandwidth
technologies of optical fiber and photonics.

“In the three decades since Corning’s original
invention of low-loss optical fiber, we have improved
performance tremendously.” savs Wendell Weeks,

Corning’s executive vice president for Opto-Electronics.

Polly Chu
Senior Development
Scientist

Laura Hluck
Market Development
Engineering Manager

Robert VanDewoestine
Division Vice President and Director
Worldwide Fiber Technology

“This past vear alone, we brought out more than 10
new or enhanced fiber products, taking the technology
further than anyone would have thought possible just
a few vears ago. It's clear that we're still just beginning
to tap fiber’s full potential.”

Photonic technologies are capable of expanding
the benefits of optical fiber by orders of magnitude.
Corning’s current line of photonic components and
modules is among the most comprehensive in the
industry and growing steadily. with more than 20 new
products and technologies introduced in 1998. The
strategy for the coming vears is to build on these product

strengths to help customers reduce costs further while

building better and faster networks.

Yanming Liu

International

Curt Weinstein
Product Line Manager
Telecommunications

Wendell Weeks

Executive Vice President
Opto-Electronics

with members of the LEAF® fiber
development team

Market Development
Engineering Manager/
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Corning is one of the world’s largest producers of While the timing of fiber deplovment varies. the

optical fiber and cable and the exclusive supplierof  fundamental driver of bandwidth demand is extra-
LEAF fiber, the most technologically advanced fiber — ordinarily powerful. In advanced economies. millions
available today. "LEAF fiber is the first of a new of users are turning to high-bandwidth Internet and
generation of products developed to accommodate video applications. In developing countries. large
today’s explosive network growth,” says Alan Eusden,  populations still lack everyday phone service. Corning
vice president and general manager of Corning’s bridges these two constituencies as low-cost producer
Telecommunications Products Division. “Six months and leading-edge technology developer. Siecor, an
after LEAF fiber’s introduction. we released an equity venture of Siemens and Corning. incorporates
enhanced version made possible by our accelerated Corning technology into cable and network hardware
product development model. Since then, additional used in many of these markets. Corning has also
single- and multimode fiber products have been strengthened its international operations by acquiring

100% of Optical Fibres” Europe-based resources.

introduced at a rapid pace.”

Donna Taylor
Manager

International Danny Henderson
Applications  Project Manager
Engineering

Teresa Hawtof e 4
Market Manager

\!

Lawrence McRae
Division Vice President
Global Development

Sanford Lyons
Executive Vice
President
Operations
Siecor

Alan Eusden Joseph Hicks
Vice President and President and

General Manager Chief Executive Officer
Telecommunications Siecor
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Corning’s Photonic Technologies Division provides
breakthrough products that maximize the capacity,
performance and reliability of optical networks.
“Optical networking is evolving rapidly, and Corning
is driving it forward.” says Gerald Fine, vice president
and general manager of the division. “As market
forces and lower costs drive the conversion to photonics,
I

Corning innovations are enabling huge increases in
network speed and capacity.”

Corning makes a wide range of specialized
photonic products at the module and component levels.

These products include amplifiers, dispersion com-

pensation and wavelength add-drop modules. and

Paul Jakobson
PME-Assemblies

Penelope Zonneville
Engineering Leader

components including MultiClad™ couplers, fiber
Bragg gratings, thin-film filters and other micro-optic
devices that enable the use of dense wavelength divi-
sion multiplexing (DWDM) technology to maximize
capacity and minimize operating costs.

Corning’s worldwide research and development
investment is paying off in state-of-the-art products
and business partnerships with leading network
providers. Advanced production facilities and rigorous
process controls are the other elements in Corning’s
increasing success in turning this high-growth

opportunity into a volume manufa('mring business.

Sharon Zhao
Marketing Analyst

Laura Childs
Quality Assurance
Technician

Felton Flood
Senior Scientist
Optics

Gerald Fine
Vice President and General Manager
Photonic Technologies
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Corning’s Information Display portfolio centers on
the production of the ultra-thin glass used in liquid
crystal displays — a market doubling every two vears.
Laptop and desktop computers. digital cameras.
personal digital assistants and automotive displays are
all contributing to this explosive growth. “The challenge
for Corning is to turn its technical and market
leadership into sustained profitability.” savs Peter
Volanakis, executive vice president for Display Products
and Science Products. “The way to do this is to keep
driving down costs through higher vields and pro-

ductivity while meeting ever-increasing technical

Mark Mitchell
Manufacturing and
Engineering Manager

Kiyomi Tsunogae

Satoshi Furuyama
President
Corning Japan K.K.

Development Engineer

demands. Corning’s expertise in fusion glass and our
portfolio of patented specialty glasses enable us to
meet customer requirements for increasingly faster.
higher-resolution, larger and less expensive LLCDs.”

In the projection display market, the challenge
is to build on Corning’s technological leadership to
meet emerging requirements in digital/high-definition
systems for entertainment and commercial use.

In Corning’s traditional. more mature television
glass businesses. careful attention to product life cycles

and selective investment management are key factors

for financial success and long-term strategic positioning.

David Wang
Manager

Robert Yard
Director of Worldwide Marketing

Peter Volanakis
Executive Vice President
Display Products and
Science Products

Advances in liquid crystal display technology, coupled with rapidly declining prices. have enabled
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Corning’s Advanced Materials businesses trace their
origins to core competencies and technologies that have
fueled the company’s growth for generations. They are
also at the cutting edge of global trends that complement
developments in telecommunications and information
display. “Our semiconductor materials, environmental
and advanced lighting businesses all draw on a
common core of Corning expertise in optics, ceramics
and glass chemistry.” observes Norm Garrity. president
of Corning Technologies. " They also play into the
worldwide drive for miniaturization and automation.
where Corning’s mastery of manufacturing process

engineering adds critical value.”

Deb Samelson
Plant Manager
Greenville, OH

James Steiner
Business Manager
Specialty Lighting
and Materials
Linda Gaskill
Business Technology Manager
Science Products

President

Corning Europe

Philippe Delloye

Business units in the Advanced Materials
segment are depicted in the chart on the facing page.
They are all characterized by close customer relation-
ships in which custom technology development and
awareness of geographic market requirements play
important roles. “To be a leading global supplier. vou
have to respond quickly and flexibly in a variety of
circumstances.” says Robert Ecklin. executive vice
president. Environmental and Corporate Marketing.
“We're working around the world with organizations
that demand the highest reliability not only in
technology. but in the vendors they deal with. And

they can count on Corning.”

Leane Sinicki
Plant Manager
Oneonta, NY

William Plerhoples
Division Vice President

and Engineering

Robert Ecklin

Executive Vice President
Environmental and
Corporate Marketing
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Environmental Products  Vehicle emissions control

Stationary emissions control

Ceramic substrates
Diesel particulate filters
Regenerative thermal oxidizers (heat exchangers)

Catalyzed substrates for NOx reduction in power plants

Eurokera

Smoothtop stoves

Pyroceram sheet glass

Materials Technologies

Semiconductor manufacturing
\utomotive lighting

Commercial and residential lighting
Optical isolators for lasers
(telecommunications)

\stronomical equipment

High purity fused silica

Tubing and sealed-heam lenses and reflectors

Tubing and PAR (Parabolic Aluminized Reflector) lenses and reflectors

Polarcor

Telescope mirrors

Optical Products

Evealasses

Lens blanks

Science Products

Scientific laboratories
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Glass labware
Laboratory equipment
Plastic labware

Advanced plastics for cell biology
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Projection T\

Plastic/glass lens systems




Industry competition and end-user demand are
driving semiconductor makers to ever-finer circuitry
in pursuit of higher processing speeds. Critical to the
manufacture of today’s densely packed computer
chips are the high-power lens assemblies used in
laser microlithography “stepper”systems.“The
choice of lithography increasingly looms as one of the
biggest technology decisions semiconductor makers
face,” says Randall Price. executive vice president.
Advanced Materials. “Corning’s high purity fused silica.
with its extraordinary optical clarity, has emerged
as the preferred material for current and emerging

generations of steppers worldwide.”

With purity in the parts-per-billion range. Corning
HPFS®is ideally suited to the task of pushing the limits
on circuit size and complexity. And Corning is extending
its leadership in materials and metrology on several
fronts. Materials now in development will enable
future argon fluoride laser systems to print lines 1/800™
the diameter of a human hair. Meanwhile, research into
photomask technologies has yielded products now in
beta test with implications for the next 15 vears of
lithography generations. While the semiconductor
industry retrenched dramatically in 1998, demand for

faster. more powerful electronics will inevitably fuel

long-term growth.

Charlene Smith
Research Associate

Explosive worldwide demand for faster. more powerful computer chips is driving the continual
advancement of semiconductor manufacturing technology

COMPUTING POWER SEMICONDUCTOR TECHNOLOGY

Faster processors Narrower lines and smaller features on

More memory computer chips

Develop and manufacture materials to enable future generations of semiconductor technology

Jocelyn Bayliss
Process Engineer

Laura Philips

Manager

Materials Technologies
Development

Raymond Leinen
Division Vice President
Semiconductor Materials

Randall Price

Gitimoy Kar
Business Technology
Director

Advanced Materials
Development

Executive Vice President
Advanced Materials
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“Every automotive company in the world relies on
Corning cellular ceramic technology to meet the
increasing demand for cleaner vehicles.” reports
Adriane Brown, vice president and general manager
of Corning’s Environmental Products Division. Corning
technology has been incorporated into the catalytic
converters of more than 300 million vehicles since the
1970s and is protected by more than 200 patents
worldwide. A new generation of products offering higher
cell densities will enable vehicle manufacturers to
meet the increasingly stringent standards projected for

the United States and western Europe through the year

.4

Lina Echeverria
Manager
Glass and Glass

Cnfiztin Nagel Ceramic Research

Plant Manager

1 Thomas Appelt
Erwin, NY Business Manager

2005. In addition. a new Corning facility in China will
provide engineering., manufacturing and customer
support for Asian markets where emission controls are
being implemented for the first time.

Corning is applying similar ceramic technology
in other areas. State-of-the-art Corning solutions for
the control of nitrous oxide and particulate emissions
are already proving their value in power plants and
other stationary sources. And ceramic monoliths are
showing great promise as a means of delivering

increased vields and process enhancements to the

petrochemical industry.

Pronob Bardhan
Core Technology Director
Cellular Ceramics

Adriane Brown
Vice President and General Manager
Environmental Products

Continued tightening of clean-air policies and emissions regulations in United States, Europe

and Japan
Adoption and enforcement of first-time emissions regulations in the rest of the world

Automotive industry recognition of growing consumer demand for low-emission vehicles
\

Provide advanced material and component solutions to help reduce air pollution and improve
chemical processes
< Chemical Process
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< Plant Emissions Reduction ——p»

Vehicle Emissions Reduetion »
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Corning has been making laboratory vessels since 1915,
and plastic products for cell biology since 1974. Today’s
revolution in life science research is creating new
opportunities for drug discovery and testing technologies
that also draw on Corning strengths. As pharmaceutical
companies compete to develop and market increasingly
sophisticated compounds, they are turning to a new
generation of laboratory tools to enhance research pro-
ductivity. reduce costs and speed time to market.

Corning has traditionally had great expertise in

complex polymers, surface chemistry, engineering

Dana Bookbinder
Research Associate
Polymer Core Technologies

Steven McGary

Information Technology Leader Cony D’Cruz
Market Manager
Assay

and optics,” says Pierce Baker. senior vice president,
Science Products. “That expertise is now being coupled
with extensive capabilities in molecular biology and
high-volume manufacturing to produce a growing range
of tools for genomics. combinatorial chemistry and high-
throughput screening.” Today Corning is a leading
maker of advanced microplates to support the high-
speed automated testing of potential drug candidates.
An extensive stream of new products targets additional
DNA analysis and drug discovery markets expected to

total $2-3 billion by 2005.

Lisa Vorst
Financial Manager

David Root
Vice President, Research
Science Products

Pierce Baker
Senior Vice President
Science Products

 S—— -

SPEED AND PRODUCTIVITY OF RESEARCH
New drugs are necessary for growth
Large premium for innovation
Significant penalties for delay

Robust product pipelines

Provide tools to enable the next generation of pharmaceutical research analysis, including genomics,
combinatorial chemistry and high-throughput screening by utilizing Corning’s core competencies

in material and surface science, optics, molecular biology and engineering

Miniaturization
Microplates I A\ (vanced array products

High-speed automation
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Scientific leadership and an unrelenting focus on customer needs have brought Corning into the top tier of global
companies providing enabling technologies to the telecommunications, information display and advanced
materials markets. In each of the industries we serve, Corning customers include international leaders and
- technological pioneers who depend on our ability to deliver superior solutions reliably and economically.
Yet while Corning products often have mission-critical value to customers, they are usually invisible
‘ beyond the confines of those customer relationships. The following pages offer photographic evidence of the
 critical role our technologies play in these high-growth global markets.
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Intense competition among telecommunications service providers has accelerated the demand for the-performance benefits of opti-
cal networking. As one of the world’s largest producers of optical fiber and cable, Corning has led the industry in the development of
advanced fiber technologies and sophisticated high-volume manufacturing processes. Corning’s LEAF® optical fiber, introduced in February
1998 and already in its second generation, has emerged as the fiber of choice for 10-gigabit-per-second applications.




Through 1998, voice transmissions still exceeded data transmissions on U.S: long-distance lines. But experts project that by 2005,
information flowing between computers will account for nearly three-quarters of all network traffic and require a sixfold increase

in network capacity.




Corning’s photonic technology is at the heart of today’s most advanced telecommunications networks. This optical amplifier module,
developed in close collaboration with Corning customers, is one of many products developed by Corning that boost, combine,
separate and connect optical signals on the world's fastest networks.



Demand for increased network capacity is fueled by global infrastructure development, explosive Internet growth and the trend to
increasingly complex multimedia applications. Traffic at www.corning.com typified the experience of companies all over the world,
rising by a factor of 10 from 1997 to 1998.



http://www.corning.com

To the consumer it's the ultra-light, ultra-thin glass that goes into an LCD screen; to the engineer it's a transparent electronic
substrate, loaded with invisible circuitry. Either way, it's essential to notebook computers and a growing array of hand-held devices
and consumer electronic products. Corning and its affiliates make more of it than everyone else in the world put together.

‘







As semiconductor makers continue to push for greater miniaturization, the design of optics required for microlithography “stepper”
systems becomes critical to the ability to upgrade manufacturing capabilities. Corning’s high purity fused silica is the worldwide standard

for the huge lens assemblies needed to produce circuit patterns. Current line widths are less than 1/400" the diameter of a single human hair.




Corning scientists are now working on advanced photomasking techniques and new materials such as calcium fluoride crystals for
systems to be used over the next 15 years. Corning works closely with companies throughout the semiconductor industry “value
chain” to ensure its ability to meet future manufacturing needs that must be anticipated several generations ahead.
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More than two decades of leadership in environmental products are reflected in these Corning ceramic substrates destined for use

are already

50% more than conventional substrates

in production to enable car makers to comply with increasingly stringent requlations in coming years. Corning applies similar ceramic

in catalytic converters. High-density versions with 600 cells per square inch
technology to reduce emissions from power plants.
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For years government regulation has been the driving force behind the development of improved means of pollution control. Now
car makers are discovering that environmentally friendly performance can be a positive differentiator in an increasingly cluttered
consumer marketplace. The result: new appreciation for technologies previously hidden from consumers — and a higher-profile role

for Corning’s advanced ceramics, integral to low- and ultra-low-emission vehicles.
e ———




As pharmaceutical companies pursue the development of advanced therapies, they are increasingly relying on a new generation
of automated systems for drug discovery and testing. Corning microplates have been optimized for robotic and instrumental

compatibility to enable a wide variety of assay formats in high-throughput screening.




High-throughput drug screening technologies are enabling pharmaceutical and biotechnology companies to achieve geometric

increases in R&D productivity. New Corning products are critical components in these high-speed processes.
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FINANCIAL SECTION

Corning Incorporated and Subsidiary Companies

I

Consolidated Statements of Income

Consolidated Balance Sheets

Consolidated Statements of Cash Flows

Consolidated Statements of Changes in Shareholders’ Equity
Financial Review

Notes to Consolidated Financial Statements

Statement of Management Responsibility for Financial Statements
Report of Independent Accountants

Quarterly Operating Results and Related Market Data

Five Years in Review — Historical Comparison
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SEGMENT HIGHLIGHTS T

(In millions)

Telecommunications
Advanced Materials
Information Display
Total Segments

Non-segment net sales (1)

Royalty, interest and dividend income
Non-operating gains

Total

(1) Includes amounts derived from corporate investments.

Revenues

1998 1997 1996
$1,791.7 $1,795.3 $1,397.7
1,020.1 1,030.4 1.031.4
644.7 664.2 565.5
3,456.5 3,489.9 2,994.6
27.5 26.9 29 .4
48.4 37.5 29.7

39.7
$3,572.1  $3.,554.3 $3.053.7




CONSOLIDATED STATEMENTS OF INCOME Corning Incorporated and Subsidiary Companies

Year Ended December 31,

(In millions, except per share amounts) 1998 1997 1996
REVENUES
Net sales $3,484.0 $3,516.8 $3.024.0
Royalty, interest and dividend income 48.4 37.5 29.7
Non-operating gains 39.7

3.572.1  3,554.3  3,053.7

DEDUCTIONS

Cost of sales 2,153.9 2,042.3  1.830.1

Selling, general and administrative expenses 487.7 541.6 499.4

Provision for restructuring 84.6

Research, development and engineering expenses 293.9 250.3 189.2

Interest expense, net 56.7 72.0 57.2

Other, net 55.7 18.9 22.0
Income from continuing operations before taxes on income 439.6 629.2 455.8
Taxes on income from continuing operations 132.8 209.5 151.4

Income from continuing operations before minority interest

and equity earnings 3006.8 419.7 304.4
Minority interest in earnings of subsidiaries (60.9) (76.3) (52.5)
Dividends on convertible preferred securities of subsidiary (13.7) (13.7) (13.7)
Equity in earnings of associated companies 95.3 79.2 85.1
Income from continuing operations 327.5 408.9 323.3
Income (loss) from discontinued operations, net of income taxes

Life science businesses (167.3)

Consumer housewares business 66.5 30.9 19.6
NET INCOME $ 3940 $ 439.8 $ 175.6

BASIC EARNINGS PER SHARE

Continuing operations $ 142 § 179 $ 1.42
Discontinued operations 0.29 0.13 (0.66)
NET INCOME $ 1.71 $ 192 $ 0.76

DILUTED EARNINGS PER SHARE

Continuing operations $ 139 $ 172 $ 1.40
Discontinued operations 0.28 0.13 (0.62)
NET INCOME $ 1067 $ 185 % 0.78

SHARES USED IN COMPUTING EARNINGS PER SHARE
Basic earnings per share 229.6 228.1 2271
Diluted earnings per share 243.9 245.4 239.5

The accompanying notes are an integral part of these statements.
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CONSOLIDATED BALANCE SHEETS Corning Incorporated and Subsidiary Companies
December 31,
(In millions, except share amounts) 1998 1997
ASSETS
CURRENT ASSETS
Cash $ 122 $ 61.0
Short-term investments, at cost, which approximates market value 33.2 36.0
Accounts receivable, net of doubtful accounts and
allowances — $15.2/1998, $10.7/1997 636.0 559.7
Inventories 458.7 428.3
Deferred taxes on income and other current assets 170.2 114.1
Total current assets 1,310.3 1,199.1
Investments

Associated companies, at equity 3131 292.9

Others, at cost or fair value 53.1 17.1
Plant and equipment, at cost. net of accumulated depreciation 2,681.9 2.267.9
Goodwill and other inrangible assets, net of accumulated

amortization — $66.7/1998; $51.5/1997 309.7 294.2
Other assets 310.8 263.1
Net assets of discontinued operations 357.6
TOTAL ASSETS $4,981.9 $4.691.9
LIABILITIES AND SHAREHOLDERS® EQUITY
CURRENT LIABILITIES

Loans payable $ 2046 $ 213.0

Accounts payable 291.7 300.0

Other accrued liabilities 578.4 444.7

Total current liabilities 1.074.7 957.7
Other liabilities 674.1 627.5
Loans pavable beyond one year 998.3 1.125.8
Minority interest in subsidiary companies 346.1 349.3
Convertible preferred securities of subsidiary 365.2 365.3
Convertible preferred stock 17.9 19.8
Common shareholders’ equity

Common stock, including excess over par value and other capital —

par value $0.50 per share; Shares authorized: 500 million;

Shares issued: 265.9 million/1998; 264.3 million/1997 766.0 707.2
Retained earnings 1,521.7  1,296.0
Less cost of 34.4 million/1998 and 32.7 million/1997

shares of common stock in treasury (790.0) (724.5
Accumulated other comprehensive income 7.9 (32.2
Total common shareholders’ equity 1.505.0 1,246.5

TOTAL LIABILITIES AND SHAREHOLDERS® EQUITY $4,981.9 $4.091.9

The accompanying notes are an integral part of these statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

Corning Incorporated and Subsidiary Companies

(In millions)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities of continuing operations:
(Income) loss from discontinued operations
Depreciation and amortization
Non-operating gains
Provision for restructuring, net of cash spent
Employee benefit expense in excess of cash funding
Equity in earnings of associated companies, less than
(in excess of) dividends received
Minority interest in earnings of subsidiaries
in excess of dividends paid
(Gains) losses on disposition of properties and investments
Deferred tax provision (benefit)
Other non-cash items
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Other current assets
Accounts payable and other current liabilities

NET CASH PROVIDED BY OPERATING ACTIVITIES OF
CONTINUING OPERATIONS

CASH FLOWS FROM INVESTING ACTIVITIES:
Additions to plant and equipment
Acquisitions of businesses, net
Net proceeds from disposition of properties and investments
Proceeds from divestiture of consumer housewares business
Proceeds from distributions of subsidiaries
Net increase in long-term investments
Other, net

NET CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES
OF CONTINUING OPERATIONS

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of loans
Repayments of loans
Repayments of loans with proceeds from divestiture of consumer
housewares business in 1998 and distributions of subsidiaries in 1996
Increase in minority interest due to capital contributions
Proceeds from issuance of common stock
Repurchases of common stock
Dividends paid

NET CASH USED IN FINANCING ACTIVITIES OF
CONTINUING OPERATIONS

Effect of exchange rates on cash
Effect of accounting calendar change on cash
Cash provided by (used in) discontinued operations

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

The accompanying notes are an integral part of these statements.

Year Ended December 31,

1998 1997 1996
$394.0 $439.8 § 175.6
(66.5) (30.9) 147.7
298.0 285.9 9252.3
(39.7)
61.3
40.6 35.2 11.2
(32.0) (13.9) 2.9
8.7 40.8 18.8
9.3 (6.2) 5.1
(4.0) (10.3) 17.7
34.4 3.8 (6.8)
(56.1) (69.9) (92.1)
(7.3) (69.5) (64.5)
(14.0) (8.4) (21.1)
10.9 57.7 74.3
637.6 654.1 521.1
(713.6)  (745.6)  (560.2)
(43.5) (32.0) (15.1)
140.3 56.2 35.9
593.1
650.0
(102.1) (8.8) (12.7)
0.1 16.8 19.7
(125.7)  (713.4) 117.6
300.4 129.8 415.4
(148.4) (33.0)  (205.0)
(343.0) (450.0)
8.6
22 4 37.2 43.4
(59.7) (50.1) (83.9)
(168.3)  (167.8)  (167.2)
(396.6) (83.9)  (438.7)
5.1 3.1 (2.2)
(17.5)
(172.0) 22, (141.9)
51.6)  (118.1) 38.4
97.0 215.1 176.7
$ 454 8 97.0 $ 215.1




CONSOLIDATED STATEMENTS OF
SHAREHOLDERS  EQUITY

CHANGES 1IN

Corning Incorporated and Subsidiary Companies —I

(In millions, except per share amounts)

Accumulated

Capital in Other Total
Common Excess of Unearned Retained Treasury  Comprehensive Shareholders’
Stack Par Value Compensation Earnings Stack Income Equity
BALANCE, DECEMBER 31, 1995 $129.3 $1,116.7 $(133.0) $1,496.5 $(563.0) $56.5 §$2,103.0
Net income 175.6 175.6
Foreign currency
translation adjustment (12.9) (12.9)
Total comprehensive income 162.7
Shares issued 1.2 45.6 46.8
Corning Stock Ownership Trust (19.7) (19.7)
Distributions of subsidiaries (653.5) (473.2) (1,126.7)
Repurchases of shares (50.5) (50.5)
Dividends on stock ($0.72 per share) (167.2) (167.2)
Other, net 53.5 25.9 (7.7) (59.0) 12.7
BALANCE, DECEMBER 31. 1996 130.5 562.3 (126.8) 1,024.0 (672.5) 43.6 961.1
Net income 439.8 439.8
Foreign currency
translation adjustment (75.8) (75.8)
Total comprehensive income 364.0
Shares issued 1.7 111.0 112.7
Corning Stock Ownership Trust 14.5 14.5
Repurchases of shares (50.1) (50.1)
Dividends on stock ($0.72 per share) (167.8) (167.8)
Other, net 19.6 (5.6) (1.9) 12.1
BALANCE, DECEMBER 31, 1997 132.2 692.9 (117.9) 1,296.0 (724.5) (32.2) 1,246.5
Net income 394.0 394.0
Foreign currency
translation adjustment 411 411
Unrealized loss on marketable
securities, net of tax (1.0) (1.0)
Total comprehensive income 434.1
Shares issued 0.8 42.7 43.5
Corning Stock Ownership Trust (3.1) (3.1)
Repurchases of shares (59.7) (59.7)
Dividends on stock ($0.72 per share) (168.3) (168.3)
Other, net 28.5 (10.1) (5.8) 12.6
BALANCE, DECEMBER 31, 1998 $133.0 § 764.1 $(131.1) $1,521.7 $(790.0) $ 7.9 8§ 15056

The accompanying notes are an integral part of these statements.




FINANCIAL REVIEW Corning Incorporated and Subsidiary Companies

(Unaudited)

Corning’s strategy is to focus its resources on growth opportunities in its Telecommunications, Advanced
[= P

Materials and Information Display Segments. During 1998, this objective was evidenced through facility and

capacity expansion and an increase in research and development spending within Corning’s growth businesses.

Following a record vear in 1997, Corning’s results were adversely impacted throughout 1998 by the effects of
the Asian economic slowdown, which began in the fourth quarter of 1997. These effects, which included a sub-
stantial reduction in prices in many businesses and a downward shift in customer demand for certain Corning
products, were most significant in the first half of the year and caused net income for the first half of 1998 to
be down significantly in comparison to net income for the same period in 1997. During the second half of the
yvear, Corning benefited from an increase in new premium fiber product sales and stronger results in many
other businesses, due in part to restructuring and other cost reduction programs. As a result, comparisons in
the second half were better than the first; however, net income for the year was down from 1997.

Looking forward, Corning is optimistic that it will resume overall earnings growth in 1999, and is committed
to continued investment in the development of new products in all three operating segments.

RESULTS OF CONTINUING OPERATIONS

Consolidated sales in 1998 were $3.48 billion, down slightly from 1997. Significant pricing pressures in many
key businesses accelerated by the continued volatility in the Asian marketplace were mostly offset by volume
gains primarily in the Telecommunications Segment. Strong demand for optical fiber and cable products in
1997 drove consolidated sales to a 16% increase over 1996.

Income from continuing operations totaled $327.5 million, or $1.39 per share, in 1998 compared with income
from the same operations of $4+08.9 million, or $1.72 per share, in 1997, and $323.3 million, or $1.40 per share,
in 1996. Net income and earnings per share in 1998 include a restructuring charge of $84.6 million ($49.2 million
after tax and minority interest), or $0.21 per share, and non-operating gains totaling $39.7 million ($22.9 million
after tax), or $0.10 per share, from the merger between Molecular Simulations, Inc. and Pharmacopeia, Inc.
and the divestiture of several small science products businesses.

Excluding the restructuring charge and the non-operating gains, Corning’s income and earnings per share
from continuing operations were $353.8 million, or $1.50 per share, a decline of 13% from results of the same
operations in 1997. The decrease in earnings primarily reflects a significant decline in the performance of the
Telecommunications Segment, a modest decline in the results of the Advanced Materials Segment and
improved operating performance of the Information Display Segment.

In 1997, Corning’s income and earnings per share from continuing operations increased 26% and 23%, respec-
tively, over results from the same operations in 1996. Earnings in 1997 reflect strong performance in the
Telecommunications Segment, increased earnings from the Advanced Materials Segment and improved results
in the Information Display Segment.

OPERATING SEGMENTS

Corning’s products and services are grouped into three operating segments: Telecommunications, Advanced
Materials and Information Display. The earnings of equity affiliates, which are closely associated with
Corning’s operating segments. are included in segment net income. Additional information on the acquisi-
tions and divestitures discussed in the segment analysis is included in Note 2 of the Notes to Consolidated
Financial Statements.

The financial results for Corning’s three operating segments have been prepared on a basis that is consistent
with the manner in which Corning management internally disaggregates financial information for the purpose
of assisting in making internal operating decisions. In this regard, certain common expenses have been allo-
cated among segments differently than would be required for stand alone financial information prepared in
accordance with generally accepted accounting principles.




TELECOMMUNICATIONS

(In millions) 1998 1997 1996
Net sales $1,791.7 $1.795.3 $1.397.7
Segment earnings before minority interest
and equity earnings $ 2219 % 3073 § 247.6
Minority interest (37.3) (46.0) (38.1)
Equity in earnings of associated companies 20.7 36.2 44.9
Segment net income $ 2053 $ 2975 $ 254.4

Sales in the Telecommunications Segment were flat in 1998 compared to 1997, as significant declines in the
optical fiber and cable businesses offset gains in the photonic technologies and hardware and equipment busi-
nesses. Segment net income decreased significantly in 1998 primarily due to a decline in the profitability of
optical fiber and cable, higher research and development spending and lower equity earnings.

Optical fiber and cable sales decreased substantially in 1998, as strong volume growth in the domestic fiber
markets was more than offset by pricing declines, particularly within the international fiber markets.
Domestic volume growth continues to be driven by regional, local and long-haul telephone companies and
cable television operators who are installing optical fiber to increase network capacity, reducing operating costs
and adding new services. Volume was also driven by the introduction of high data rate premium fibers,
particularly in the second half of the year. The continued reduction in optlcal fiber prices is the result of
overcapacity in the worldwide optical fiber market, which was exacerbated in 1998 by the economic events
occurring throughout the Asian marketplace. Earnings in the optical fiber and cable businesses in 1998
declined significantly in comparison to 1997, reflecting the lower margin on fiber and cable sales and decreased
equity earnings in Corning’s international optical fiber equity companies. Equity earnings declined primarily
due to a reduction in prices, weak volume and a restructuring charge recorded in the third quarter.

Due to the overcapacity in the global fiber market throughout 1998, Corning slowed the construction of its new
$400 million optical fiber production facility in Concord, North Carolina. Corning currently expects to begin
production at this facility in late 1999 or early 2000, depending on market conditions.

In December 1998, Corning acquired the 50% holdings in Optical Fibres previously owned by BICC plc for con-
sideration of $47 million in cash and assumption of $27 million of debt. As a result, Corning now owns 100%
of this subsidiary and began consolidating its results in December 1998.

Sales and earnings of Corning’s optical fiber and optical cable businesses increased significantly in 1997 com-
pared to 1996 as a result of strong worldwide demand for information transmission products, reflecting the
need for increased capacity within domestic fiber markets and the upgrade of existing telecommunication
infrastructures by China and other developing countries. Equity earnings decreased in comparison to 1996, as
volume increases in European equity companies were offset by price declines and reduced volume in
Australian and Southeast Asian markets. In response to the dramatic increase in worldwide demand for optical
fiber starting in 1996 and continuing in 1997, Corning increased capacity during 1997 with the completion of
an approximately $250 million expansion of its optical fiber production facility in Wilmington, North Carolina
and began construction on the new production facility in Concord, North Carolina.

In 1997, Corning formed Samara Optical Cable Company, located in Samara, Russia, which is owned by
Corning and Samara Cable Company. This investment is expected to improve geographic market access for
optical fiber produced in Corning’s domestic production facilities. Sales and earnings of this business were not
significant in 1998 and 1997.

The photonic technologies business experienced sales growth of more than 30% in 1998 following growth of
150% in 1997. This growth reflects a substantial increase in volume of fiber gain modules and the introduction
of new products. Sales in 1997 also reflected increased volume and the second quarter acquisition of Optical
Corporation of America, a worldwide supplier of opto-electronic coraponents. The growth in sales over the last
three years has been more than offset by costs related to expanding production facilities and by substantial
research and development spending, which more than doubled in 1998 and resulted in the business incurring
a loss in all three years. In 1997, Corning substantally completed construction of a $30 million production
facility near Corning, New York




Sales and earnings in Corning’s telecommunications hardware and equipment business increased slightly in
1998 as volume gains and cost reduction efforts offset price declines. In 1997, sales and earnings in the business
increased as volume gains offset costs associated with the consolidation of certain plant operations.

outLook Sales in the Telecommunications Segment are expected to increase significantly in 1999,
primarily due to stronger demand for fiber, cable and photonic technology products throughout the global
marketplace. offset somewhat by continued pricing pressures. Segment sales will also be favorably impacted
by the consolidation of Optical Fibres, which had sales of approximately $100 million in 1998. Segment net
income is expected to resume double-digit growth in 1999 as sales gains in the fiber, cable and photonic
businesses will more than offset increased research and development spending in photonics and the costs
associated with the completion of the Concord plant. Equity earnings from the optical fiber equity companies
will be lower in 1999 due primarily to the consolidation of Optical Fibres.

ADVANCED MATERIALS

(In millions) 1998 1997 1996
Net sales $1.020.1 $1,030.4 $1.031.4
Segment earnings before minority interest
and equity earnings $ 759 $ 898 §$ 635
Minority interest 0.3 0.7 3.0
Equity in earnings of associated companies 17.6 13.1 8.8
Segment net income . $ 938 $ 1036 $ 753

Sales in the Advanced Materials Segment in 1998 decreased slightly in comparison to 1997, as volume gains in
the science products business were offset by a decline in volume in the semiconductor materials and optical
products businesses. Segment net income decreased in 1998, primarily due to higher research and development
spending within the science products business and expansion related costs in the semiconductor materials
business. Segment sales were flat in 1997 in comparison to 1996, as significant growth from the semiconductor
materials business was offset by a decline in the optical products business and relatively flat sales in the other
businesses of this segment. Segment net income increased significantly in 1997 from the sales gains in the semi-
conductor materials business and performance improvements in the science products business and at
Quanterra Incorporated, an environmental testing business.

Sales in the environmental products business in 1998 were comparable to 1997, as strong volume growth in
Europe and modest growth in North America was offset by a substantial decline in demand within the Asian
market. Earnings increased significantly in 1998, reflecting manufacturing efficiencies, which were offset
somewhat by unfavorable exchange rates. In 1998, Corning announced its plans to build a new, $80 million
wholly-owned manufacturing facility in China to meet anticipated demands for emission-control products
throughout Asia. Construction is expected to begin in 1999. Sales and earnings in this business were flat in
1997 compared to 1996, reflecting steady volume levels in North America and an increase in volume in
Europe, which were offset by the impact of employee strikes at Korean automobile manufacturers during the
year and from unfavorable exchange rates. Earnings in 1997 also reflect higher development spending for
new products.

Sales in the semiconductor materials business were down slightly while earnings decreased significantly in
1998, as the slowdown in the semiconductor manufacturing equipment industry impacted demand and pricing
for high purity fused silica products. As a result of the decline in demand for these products, the start-up of
Corning’s new manufacturing facility near Charleston, South Carolina has been delayed until at least the
second half of 1999. In 1997, sales and earnings in this business increased substantially in comparison to
1996 due to the strong demand for high purity fused silica products and isolator polarizers for the telecom-
munications industry.
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Sales in the science products business increased slightly in 1998, reflecting volume gains in plastic products
driven mainly by international growth and in products used in the advanced life science market. Earnings in
this business decreased in 1998 in comparison with 1997, as volume growth and manufacturing efficiencies
were more than offset by higher research and development spending on new products for advanced life
science applications. Sales and earnings in the science products business in 1997 were comparable to 1996,
with gains in plastic products primarily from international markets and in new products being offset by
declines in glass products. Sales in 1997 were also impacted by inventory reductions in the distribution channels
for the plastics business and unfavorable exchange rates. Earnings increased in 1997 due to a favorable sales
mix and cost reduction efforts.

Sales and earnings of Corning’s other Advanced Materials businesses, consisting of optical and lighting products,
decreased in 1998 and 1997 due to a decline in the optical products business as consumer demand continued to
shift from glass to plastic lenses. The demand for optical products was also impacted by weakened economies
within the Asian, European and Latin American markets. Earnings in 1998 were impacted by development
and promotional spending for new photochromic plastic products in the optical products business.
Earnings increased in 1997 primarily due to performance improvements in the lighting products business,
which were partially offset by development spending in the optical products business.

Segment earnings also include equity earnings from Eurokera and Keraglass, SN.C., a French-based manu-
facturer of glass ceramic cooktops. Earnings of this business increased in 1998 and 1997, as a result of the
growing demand for glass ceramic cooktops both in Europe and the United States, offset somewhat by expansion
costs and development spending on new products. Eurokera has begun an expansion of their facility in France
that will increase its production capacity by 2000.

ouTLOoOK Segment sales in 1999 are expected to be up slightly in comparison with 1998 levels, as volume
gains from advanced life science products within the science products business, increased demand for high
purity fused silica products from the semiconductor materials business, modest growth in the environmental
products business, and the introduction of new photochromic plastic lens products from the optical products
business offset continued softness in the demand for glass lens products. Segment net income is expected to
increase in 1999, reflecting anticipated growth in the semiconductor materials and optical products businesses
and planned manufacturing efficiencies within all segment businesses, offset in part by higher research and
development spending in the science and optical products businesses.

INFORMATION DISPLAY

(In millions) 1998 1997 1996
Net sales $644.7 $664.2 $565.5
Segment earnings before minority interest
and equity earnings $ 392 $ 16.4 $(10.0)
Minority interest (27.6) (31.0) (17.4)
Equity in earnings of associated companies 44.9 21.7 22.6
Segment net income (loss) $ 56.5 $ 71 $ (4.8)

Sales in the Information Display Segment decreased in 1998 primarily due to lower prices in the conventional
video components and advanced display products businesses offset in part by volume gains in the projection
video business. Prices were impacted by a worldwide surplus of glass in the conventional television business
and increased competition within the Asian marketplace. Sales in this segment increased in 1997 primarily due
to volume growth in the conventional video components and advanced display products businesses.

Segment net income in 1998 improved substantially as a result of increased equity earnings. primarily from
Samsung Corning Company, Ltd., improved performance within the projection video business and reduced
research and development spending. Segment net income in 1997 improved in comparison to 1996 as the
impact on earnings from volume growth and equity earnings was partially offset by expansion related costs
and research and development spending.




Sales and earnings in the conventional video components business decreased in 1998 primarily due to price
reductions caused by a worldwide surplus of television glass. Earnings in this business were further impacted
by a scheduled glass furnace repair during the first half of the year, but improved in the second half due to
the implementation of cost reduction programs. In 1998, Corning completed the final phase of the $200 million
expansion at its State College, Pennsylvania, television glass plant, which substantially increased Corning’s
capacity to make large size video components. Sales in this business increased in 1997 primarily due to
volume gains, while earnings increased significantly over 1996 levels, which were impacted by costs associated
with glass furnace repairs and expansion related activities.

Sales in the projection video components business increased in 1998 primarily due to renewed growth of
projection televisions in the consumer market sector driven by demand for larger sizes, partially offset by
softness in the institutional market sector. Earnings in this business increased significantly in 1998 primarily
due to the increase in sales and continued manufacturing efficiencies. In 1997, sales in this business increased
modestly due to gains achieved from a stronger institutional market, offsetting volume declines in the
consumer market. Earnings increased in 1997 due to this increase in volume and certain manufacturing
cost efficiencies.

Sales in the advanced display products business, which produces precision flat glass for flat panel liquid crystal
displays, decreased in 1998 as volume gains were offset by price declines and unfavorable exchange rates. Sales
of glass into Korea declined as Samsung Corning Precision Glass Company, Ltd., an equity affiliate, increased
its penetration in that marketplace. The 1998 loss from this business was significantly less than 1997, primarily
due to reduced research and development spending, manufacturing efficiencies and increased equity earnings.
Equity earnings growth resulted from Samsung Corning Precision, which began producing liquid crystal
display glass in Korea in 1996 and experienced strong volume growth in the Korean market and favorable
exchange rates. In 1997, sales in the advanced display products business were comparable to 1996 as sub-
stantial volume gains were offset by price declines and the impact of unfavorable exchange rates. This business
incurred a loss in 1997 as a result of heavy spending on new product development, which more than offset
improved operating performance. Samsung Corning Precision achieved break-even operating results in 1997,
as currency translation losses negatively impacted earnings.

Equity earnings within segment net income primarily reflect the results of Samsung Corning Company, Ltd.,
a manufacturer based in South Korea that produces glass panels and funnels for television and display monitors.
Equity earnings in this business increased in 1998 in comparison to 1997, particularly during the first half of
the year, as the impact of a worldwide oversupply of glass and a rank repair in the fourth quarter were more
than offset by significant restructuring and cost control measures implemented during the year. Earnings from
Samsung Corning increased in 1997 as a direct result of the acquisition and building of manufacturing and
sales facilities in Germany and Malaysia as part of a global expansion plan. Samsung Corning’s results were
also favorably impacted by additional volume received while a competitor incurred an employee strike, which
offset price declines driven by a competitive Asian market.

In 1997, Corning participated in the creation of two other equity ventures: The American Video Glass
Company and Video Monitores de Mexico, S.A. de C.V. (Video Monitores). American Video Glass Company is
a partnership between Sony Electronics, Inc., Asahi Glass of America and Corning, and manufactures and sup-
plies television glass components to Sony’s North American operations. Video Monitores is an equity venture
between Corning, Asahi Glass Company of America. Inc. and Samsung Video Glass America, Inc., which is in
the process of building a manufacturing facility in Mexico to finish glass funnels and panels for color television
tubes for the North American market. Equity earnings of these businesses were not significant in 1998 or 1997.

ouTL0o0K Sales in the Information Display Segment are expected to increase in 1999, primarily driven by
increased volume in the projection video components and advanced display products businesses, partially offset
by reduced volume and pricing pressures within the conventional video components business. Segment net
income is expected to be comparable with 1998, as favorable comparisons from the conventional video com-
ponents business, the projection video business and the advanced display products business will likely offset
lower equity earnings at Samsung Corning.
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NON-SEGMENT RESULTS

Corning’s non-segment results include the operations of Steuben Glass, a crystal manufacturer, and equity
earnings from Pitisburgh Corning Corporation, Pittsburgh Corning Europe N.V. and other small strategic
investinents that are not aligned with Corning’s three operating segments. In addition, the results of operating
segments do not include non-operating gains and restructuring charges.

Non-operating gains

In 1998, Corning recorded a second quarter non-operating gain of $20.5 million ($13.2 million after tax), or
$0.06 per share, as a result of the merger between Molecular Simulations, Inc. and Pharmacopeia, Inc. The
1998 results also include a fourth quarter non-operating gain of $19.2 million ($9.7 million after tax), or $0.04 per
share, related to the divestiture of several small science products businesses.

Restructuring charge

In 1998, Corning recorded a restructuring charge of $84.6 million ($49.2 million after tax and minority interest),
or $0.21 per share, for early retirement incentives and severance costs. The restructuring charge relates to
approximately 650 employees, of which 610 have been terminated or notified of their termination at December 31,
1998. Management believes that the workforce reductions will significantly reduce operating costs and will be
substantially completed in the first half of 1999. Management believes that the costs of restructuring will be
financed through operating cash flows and the proceeds from the sale of the consumer housewares business,
and does not anticipate any significant impact on its liquidity as a result of the restructuring plan.

TAXES

Corning’s effective tax rate for continuing operations before consideration of non-operating gains and the
provision for restructuring was 30.5% in 1998, 33.3% in 1997 and 33.2% in 1996. The lower 1998 rate was due
to a higher percentage of Corning’s earnings resulting from consolidated entities with lower effective tax rates.
Note 6 of the Notes to Consolidated Financial Statements reconciles the effective tax rate to the statutory
tax rate.

RESULTS OF DISCONTINUED OPERATIONS

On April 1, 1998, Corning completed the recapitalization and sale of a controlling interest in its consumer
housewares business (the Consumer transaction). Corning continues to retain an eight percent interest in the
Corning Consumer Products Company. On December 31, 1996, Corning distributed shares of Quest
Diagnostics Incorporated and Covance Inc., which collectively comprised Corning’s Health Care Services
Segment, to its shareholders on a pro rata basis (the Distributions). Prior to the Distributions, Corning
received a ruling from the Internal Revenue Service that the Distributions were tax-free to Corning and its
shareholders. As a result of the Distributions, Quest Diagnostics and Covance became independent, publicly
traded companies. Corning’s Consolidated Financial Statements report the consumer housewares business,
Quest Diagnostics and Covance as discontinued operations.

Results of discontinued operations in 1998 and 1997 pertain to the consumer housewares business and only
include operating results through March 31, 1998. Income from discontinued operations in 1998 totaled
$66.5 million, or $0.28 per share. and included an after-tax gain from the transaction of $67.1 million, or $0.29 per
share, recognized in the second quarter. Income from discontinued operations in 1997 totaled $30.9 million,
or $0.13 per share.

The loss from discontinued operations in 1996 included a loss related to the Health Care Services Segment of
$167.3 million. or $0.70 per share. offset by income from the consumer housewares business of $19.6 million,
or $0.08 per share. The loss from the Health Care Services Segment in 1996 includes a provision for loss on
the Distributions of $176.5 million, or $0.74 per share, offset by income from discontinued operations totaling
$9.2 million, or $0.04 per share, recognized in the first quarter of 1996, prior to Corning’s decision to complete
the Distributions. The $176.5 million provision for loss on Distributions included a $142 million after-tax




charge to increase reserves for government claims and an after-tax charge for transaction costs offset by the
results of operations of the distributed businesses from April 1. 1996 through December 31, 1996, the
Distribution date.

Results of discontinued operations include allocations of consolidated interest expense totaling $2.7 million,
$13.0 million and $63.5 million in 1998, 1997 and 1996, respectively. The allocations were based on the ratio
of net assets of discontinued operations to consolidated net assets.

Corning has agreed to indemnify Quest Diagnostics on an after-tax basis for the settlement of certain
government claims and against certain other claims that were pending at December 31, 1996. Coincident with
the Distributions, Corning recorded a payable to Quest Diagnostics of approximately $25 million, which was
equal to management’s best estimate of amounts which were probable of being paid by Corning to Quest
Diagnostics to satisfy the remaining indemnified claims on an after-tax basis.

Although management believes that recorded reserves for indemnified claims are sufficient, it is possible that
additional information may become available to Quest Diagnostics’ management, which may cause the final
resolution of these matters to exceed established reserves by an amount which could be material to Corning’s
results of operations and cash flow in the period in which such claims are settled. Management does not believe
that these issues will have a material adverse impact on Corning’s overall financial condition.

LIQUIDITY AND CAPITAL RESOURCES

Corning’s working capital decreased from $241.4 million at the end of 1997 to $235.6 million at the end of
1998. The ratio of current assets to current liabilities was 1.2 at the end of 1998 compared with 1.3 at year end
1997. Corning’s long-term debt as a percentage of total capital was 31% at the end of 1998, compared with
36% at the end of 1997. The decrease in the long-term debt percentage is primarily due to the increase in
shareholders’ equity.

In 1998, Corning used a portion of the proceeds from the sale of the consumer housewares business to repay
approximately $343 million of short-term borrowings.

During the fourth quarter of 1996, Quest Diagnostics and Covance borrowed approximately $650 million from
third-party lenders and repaid intercompany debt to Corning prior to the Distributions. Corning used the pro-
ceeds from the repayment of intercompany debt to repay approximately $375 million of short-term borrowings
and $75 million of long-term debt.

On February 16, 1999, Corning Delaware L.P., a special purpose limited parmership in which Corning is the
sole general partner, called for redemption all Convertible Monthly Income Preferred Securities (MIPS). The
MIPS were guaranteed by Corning and convertible into Corning common stock at the rate of 1.534 shares of
Corning common stock for each MIPS. Holders of the MIPS have the option of either receiving $51.80 in cash
for each share, or converting them into Corning common stock, which had a fair market value after
conversion of $74.88 per share at February 16, 1999. Management expects a majority of the MIPS holders to
convert their preferred securities into Corning common stock.

Corning’s working capital position is reinforced by available bank credit lines totaling $825 million and the
ability to issue up to $375 million of medium and long-term debt under existing shelf-registration statements
filed with the Securities and Exchange Commission. Corning’s management believes the Company has suffi-
cient financial flexibility and ready access to funds to meet seasonal working capital requirements, capital
expenditures, acquisitions and other long-term growth opportunities.

CASH FLOWS

Cash and short-term investments at the end of 1998 decreased from 1997 by $51.6 million, as cash provided by
operating activities of $637.6 million was more than offset by cash used in investing and financing activities of
$125.7 million and $396.6 million, respectively, as well as cash used in discontinued operations of $172.0 million.
Cash and short-term investments at the end of 1997 decreased from 1996 by $118.1 million due to operating




activities and discontinued operations which provided cash of $654.1 million and $22.0 million, respectively,
offset by investing and financing activities which used cash of $713.4 million and $83.9 million, respectively.

Net cash provided by operating activities decreased in 1998 from 1997 as lower cash from operations and equity
affiliates was offset somewhat by less cash used for working capital. Cash flows from operating activities in
1997 increased compared with 1996 due primarily to increased earnings.

Net cash used by investing activities in 1998 totaled $125.7 million, a reduction from $713.4 million in 1997.
This decrease reflects the proceeds received from the Consumer transaction. In 1996, Corning generated cash
from investing activities as proceeds from the repayment of intercompany debt by Quest Diagnostics and
Covance, prior to the Distributions, were greater than capital spending.

Corning invested significant cash in capital expansions in the last three years. Capital spending amounted to
$713.6 million, $745.6 million and $560.2 million in 1998, 1997 and 1996, respectively. Corning anticipates capital
spending will approximate $650 million in 1999. The high level of capital spending since 1996 relates primarily
to capacity expansions in Corning’s growth businesses and expanded research and development facilities.

Corning used a portion of the proceeds from the Consumer transaction to repay short-term debt causing an
increase in cash used in financing activities over 1997. Corning used cash in financing activities in 1997 as
dividend payments and repurchases of common stock more than offset net borrowings. The level of cash used
in financing activities in 1997 was lower than in 1996, which reflected a high level of net loan repayments with
the proceeds from the Distributions.

Corning repurchased $59.7 million, $50.1 million and $83.9 million of its common stock in 1998, 1997 and
1996, respectively. All of the 1998, 1997 and approximately $50 million of the 1996 amount were repurchased
pursuant to a systematic plan authorized by the Board of Directors. Corning’s systematic plan is designed to
provide shares for Corning’s various employee benefit programs. The remainder of the 1996 stock repurchases
were from employees to satisfy tax withholding requirements on shares issued under employee benefit plans.

Dividends paid to common shareholders in 1998 totaled $166.8 million compared with $166.2 million in 1997
and $165.3 million in 1996.

Cash used in discontinued operations totaled $172.0 million and $141.9 million in 1998 and 1996, respectively.
Discontinued operations provided cash of $22.0 million in 1997. The high level of cash used in discontinued
operations in 1998 is primarily a result of transaction costs and tax payments related to the Consumer trans-
action. Cash used in discontinued operations in 1996 primarily related to the payment of government claims
settlements related to Quest Diagnostics.

DOW CORNING CORPORATION

Corning is a 50% owner of Dow Corning Corporation (Dow Corning), a manufacturer of silicones. The other
50% of Dow Corning is owned by The Dow Chemical Company (Dow Chemical).

On May 15, 1995, Dow Corning voluntarily filed for protection under Chapter 11 of the United States
Bankruptcy Code as a result of several negative developments related to the breast implant litigation. At that
time, Corning management believed it was impossible to predict if and when Dow Corning would successfully
emerge from Chapter 11 proceedings. As a result, Corning recorded an after-tax charge of $365.5 million, or
$1.62 per share, to fully reserve its investment in Dow Corning and discontinued recognition of equity earnings
from Dow Corning in 1995. Note 4 of the Notes to Consolidated Financial Statements includes additional
financial information related to this investment. '

Dow Corning and the Committee of Tort Claimants, one of Dow Corning’s Chapter 11 creditor committees, filed
with the United States Bankruptey Court (the Bankruptcy Court) a joint plan of reorganization on November 9,
1998 (the Joint Plan). After hearings held in early 1999, the Bankruptcy Court ruled in early February 1999 that
the disclosure statement related to the Joint Plan was adequate to send to Dow Corning’s creditors for considera-
tion. In that ruling, the Bankruptey Court indicated that the period for voting will extend through May 14, 1999
and hearings to confirm the Joint Plan are scheduled to begin on June 28, 1999. To become effective, the Joint Plan




will require a favorable vote by many classes of creditors and final Bankruptcy Court approval after confirmation
hearings. In addition, appeals of the Bankruptcy Court’s confirmation order are possible. The recent developments,
including the support of the Committee of Tort Claimants, tend to increase the probability that Dow Corning will
successfully emerge from Chapter 11 proceedings, but the timing and the eventual outcome of these proceedings
is uncertain.

ENVIRONMENT

Corning has been named by the Environmental Protection Agency under the Superfund Act, or by state
governments under similar state laws, as a potentially responsible party for 13 active hazardous waste sites.
Under the Superfund Act, all parties who may have contributed any waste to a hazardous waste site, identi-
fied by such Agencv7 are jointly and severally liable for the cost of cleanup unless the Agency agrees otherwise.
It is Corning’s policy to accrue for its estimated liability related to Superfund sites and other environmental lia-
bilities related to property owned and operated by Cormufr based on expert analysis and continual monitor-
ing by both internal and external consultants. Corning has accrued approxunately $24 million for its estimat-
ed liability for environmental cleanup and related litigation at December 31, 1998.

EFFECTS OF INFLATION

Amounts reflected in the financial statements do not provide for the effect of inflation on operations or
financial position. The expenses and asset values, specifically those related to long-lived assets, reflect historical
cost and do not necessarily represent replacement cost or charges to operations based on replacement cost.
Corning’s operations provide funds from operations which, along with other sources, are sufficient to replace
fixed assets as necessary. Net income would be lower than reported if the effects of inflation were reflected by
charging operations for replacement costs.

YEAR 2000 READINESS DISCLOSURE

Corning has completed an assessment of required modifications or replacement of its key internal software to
become Year 2000 compliant. The assessment involved all known areas of concern, including business appli-
cations, manufacturing, engineering, research, facilities systems, third party suppliers and service providers.

Implementation, including testing, of required changes to key applications was substantially completed at
December 31, 1998, with the remainder to be completed by the middle of 1999. In addition, an external study
team is assisting management in evaluating its processes surrounding the Year 2000 project. Progress is mon-
itored and reported to management and to the Audit Committee of the Board of Directors on a regular basis.

In 1995, Corning initiated a significant project to upgrade and improve access to business information with
integrated enterprise-wide corporate applications that were Year 2000 compliant. This initiative has mitigated
to some extent the amount of Year 2000 costs incurred to date. Corning’s current estimate of the total cost for
Year 2000 compliance is approximately $25 million, of which approximately $15 million has been spent to
date. This estimate includes incremental costs of approximately $12 million comprised primarily of contractor
costs to modify existing systems, of which approximately 55% has been spent to date.

Corning has initiated formal communications with all of its significant customers, suppliers and other third
parties to determine the extent to which Corning is vulnerable to third parties’ failures to remediate their own
potential problems related to the Year 2000. Risk assessments, readiness evaluation and contingency plans to
protect Corning’s business from Year 2000 related interruptions from these third parties and from key customers
are expected to be completed before December 31, 1999. Contingency plans will include, for example, stocking
of additional inventory and identifying alternative suppliers.

Corning’s risk management program includes emergency backup and recovery procedures to be followed in
the event of a failure of a key application. This program is being expanded to include specific procedures for
potential Year 2000 issues. Corning is taking what it considers to be reasonable steps to prevent major inter-
ruptions in its business due to Year 2000 issues. The inability of Corning or significant third parties to
adequately address Year 2000 issues could cause inefficiencies in Corning’s business operations. The extent to




which Corning’s operating results may be impacted by customers or suppliers who are not fully Year 2000
compliant is not readily determinable. Corning’s operating results and ability to conduct business is dependent
upon the infrastructure of the geographic regions in which its operations and customers are located. A break-
down in the infrastructure of a particular region could adversely impact the operating results of the Company.
Corning continues to monitor closely the information about infrastructure preparedness for the Year 2000,
especially in the Asian regions.

MARKET RISK DISCLOSURES

Corning operates and conducts business in many foreign countries and as a result is exposed to movements in
foreign currency exchange rates. More specifically, Corning’s earnings are exposed to the effects of exchange
rate movements on financial instruments and transactions denominated in foreign currencies. Additionally,
Corning’s net equity is impacted by the conversion of the net assets of foreign subsidiaries for which the func-
tional currency is not the U.S. Dollar for U.S. reporting purposes. Corning’s most significant foreign currency
exposures relate to Japan, Korea, and Western European countries. Corning selectively enters into foreign
exchange forward contracts with durations generally less than 12 months to hedge its exposure to exchange
rate risk on foreign source income and purchases. The hedges are scheduled to mature coincident with the
timing of the underlying foreign currency commitments and transactions. The objective of these contracts is
to neutralize the impact of exchange rate movements on Corning’s operating results. Corning does not hold
any derivative contracts that hedge its foreign currency denominated net asset exposures. In addition, one of
Corning’s subsidiaries enters into revenue sales contracts for certain of its revenues generated in foreign
currencies. Such contracts are not subject to foreign currency gains or losses. Corning does not hold or issue
derivative financial instruments for trading purposes.

Equity in earnings of associated companies represented 29% of Corning’s income from continuing operations
in 1998. Foreign-based affiliates comprised 91% of this amount. Exchange rate fluctuations and actions taken
by management of these entities to reduce this risk can affect the earnings of these companies.

Corning uses sensitivity analysis to assess the market risk associated with its foreign currency exchange risk.
Market risk is defined as the potential change in fair value of assets and liabilities resulting from an adverse
movement in foreign currency exchange rates. At December 31, 1998, Corning and its consolidated sub-
sidiaries had open forward contracts, foreign denominated debt and foreign cash and cash equivalent
holdings with values exposed to exchange rate movements. A 10% adverse movement in quoted foreign
currency exchange rates could result in a loss in fair value of these instruments of $10.2 million. The effect of
a change in exchange rates on the revenue sales contracts is excluded from this analysis as any movement will
be offset by a corresponding effect on the underlying revenues.

Corning’s market risk exposures have not changed materially from December 31, 1997.
NEW ACCOUNTING PRONOUNCEMENT

In June 1998, the Financial Accounting Standards Board issued Statement No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (FAS 133), which establishes accounting and reporting standards
for derivative instruments and hedging activities. FAS 133 requires an entity to recognize all derivatives as
either assets or liabilities in the statement of financial position and measure those instruments at fair value.
Corning currently enters into derivatives in the form of foreign currency hedge instruments to reduce its
exposure to exchange rate risk on foreign source income and purchases. Management believes that its
current foreign currency hedge instruments qualify as hedges under FAS 133. FAS 133 is effective for fiscal
years beginning after June 15, 1999, and is not expected to have a material effect on Corning’s financial
position or results of operations.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Corning Incorporated and Subsidiary Companies

(In millions, except share and per share amounts)
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

PRINCIPLES OF CONsOLIDATION The consolidated financial statements include the accounts of all entities
controlled by Corning. All significant intercompany accounts and transactions are eliminated.

The equity method of accounting is used for investments in associated companies which are not controlled by
Corning and in which Corning’s interest is generally between 20% and 50%.

The preparation of {inancial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
to disclose contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

On April 1, 1998, Corning completed the recapitalization and sale of a controlling interest in its consumer
housewares business. On December 31, 1996, Corning distributed all of the shares of its Health Care Services
Segment (Quest Diagnostics Incorporated and Covance Inc.), to its shareholders on a pro rata basis. Corning’s
consolidated financial statements and notes to consolidated financial statements report the consumer house-
wares business, Quest Diagnostics and Covance as discontinued operations.

FOREIGN CURRENCIES Balance sheet accounts of foreign subsidiaries are translated at current exchange
rates and income statement accounts are translated at average exchange rates for the year. Translation gains
and losses are accumulated in a separate component of common shareholders’ equity. Foreign currency trans-
action gains and losses affecting cash flows are included in current earnings.

Corning enters into foreign exchange contracts primarily as hedges against identifiable foreign currency
commitments. Gains and losses on contracts identified as hedges are deferred and included in the measurement
of the related foreign currency transactions. Gains and losses on foreign currency contracts which are not
designated as hedges of foreign currency commitments are included in current earnings.

In addition to the foreign exchange contracts described in the preceding paragraph, Corning enters into
revenue sales contracts for certain of its revenues generated in foreign currencies. Such contracts, because of
their terms, are not subject to foreign currency gains and losses.

CASH AND CASH EQUIVALENTS Short-term investinents, comprised of repurchase agreements and debt
instruments with original maturities of three months or less, are considered cash equivalents.

MARKETABLE SECURITIES Corning’s marketable securities consist of equity securities classified as avail-
able-for-sale which are stated at estimated fair value based primarily upon market quotes. Unrealized gains and
losses, net of tax, are computed on the basis of specific identification, and are reported as a separate component
of accumulated other comprehensive income in shareholders’ equity until realized. A decline in the value of
any marketable security below cost that is deemed other than temporary is charged to earnings, resulting in a
new cost basis for the security.

INVENTORIES Inventories are stated at the lower of cost or market. Approximately 54% and 57% of Corning’s
inventories at December 31, 1998, and 1997, respectively, are valued using the first-in, first-out (FIFO) method.
The last-in, first-out (LIFO) method is used to value the remaining inventories, which are principally at domestic
plant locations.

PROPERTY AND DEPRECIATION Land, buildings and equipment are recorded at cost. Depreciation is based
on estimated useful lives of properties using straight-line and accelerated methods.

GOODWILL AND OTHER INTANGIBLE ASSETS Investment costs in excess of the fair value of net assets
acquired are amortized over appropriate periods not exceeding 40 vears. Other intangible assets are recorded
at cost and amortized over periods generally not exceeding 15 years.
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TAXES ON INcoME Corning uses the asset and liability approach to account for income taxes. Under this
method, deferred tax assets and liabilities are recognized for the expected future tax consequences of differences
between the carrying amounts of assets and liabilities and their respective tax bases using enacted tax rates in
effect for the year in which the differences are expected to reverse. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the period when the change is enacted.

2. BUSINESS COMBINATION AND DIVESTITURES
PURCHASES

On December 1, 1998, Corning acquired the 50% interest in Optical Fibres previously owned by BICC ple. The
consideration was comprised of approximately $47 million in cash and the assumption of $27 million in debt.
The acquisition was recorded using the purchase method of accounting. The excess cost over the fair value of
the net tangible assets acquired was approximately $38 million and is being amortized over periods of up to
20 years. Optical Fibres became a wholly owned subsidiary as a result of this transaction and the results of its
operations are included in the consolidated financial statements from the date of the transaction.

In April 1997, Corning acquired 100% of the stock of Optical Corporation of America (OCA) for a total purchase
price of approximately $70 million. The consideration was comprised of approximately 950,000 shares of
Corning restricted stock. options and $32 million of cash. The acquisition was recorded using the purchase
method of accounting. The results of operations of OCA are included in the consolidated financial statements
from the date of acquisition. The excess cost over the fair value of the net tangible assets acquired was approx-
imately $52 million and is being amortized over periods of up to 20 years.

DIVESTITURES

In the fourth quarter of 1998, Corning recorded a non-operating gain of $19.2 million ($9.7 million after tax),
or $0.04 per share, related to the divestiture of several small businesses within the science products division.

In February 1997, Corning sold its Serengeti eyewear business to Solar-Mates, Inc. for approximately $28 million.
In March 1996, Corning sold its equity investment in CALP S.p.A. for approximately $30 million. The gains
recognized on these transactions were not material.

OTHER

In June 1998, Molecular Simulations, Inc. (MSI) merged with Pharmacopeia. Inc., a publicly traded company.
Corning previously owned 35% of MSI and owns approximately 15% of the combined entity. Corning realized
a non-operating gain of $20.5 million ($13.2 million after tax), or $0.06 per share, from this transaction.

In January 1996, Corning and International Technology (IT) completed a transaction whereby Corning
increased its ownership in Quanterra Incorporated (Quanterra). a jointly owned company between Corning
and IT, from 50% to 81% in exchange for an investment of approximately $20 million. As a result of this trans-
action, Corning began consolidating Quanterra’s results beginning in 1996. In June 1998, Quanterra redeemed
IT’s remaining 19% interest for $5.7 million and became a 100% owned subsidiary of Corning.
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3. INFORMATION BY OPERATING SEGMENT

Operating segments are defined as components of an enterprise about which separate financial information is
available that is evaluated regularly by the chief operating decision maker, or decision making group, in decid-
ing how to allocate resources and in assessing performance. Corning’s chief operating decision making group
is comprised of the Chief Executive Officer and the officers who report to him directly.

Corning’s reportable segments include Telecommunications, Advanced Materials and Information Display. The
Telecommunications Segment produces optical fiber and cable, optical hardware and equipment and photonic
components for the worldwide telecommunications industry. The Advanced Materials Segment manufactures
specialized products with unique properties for customer applications utilizing glass, glass ceramic and polymer
technologies. Businesses within this segment include environmental products, science products, semiconductor
materials and optical and lighting products. The Information Display Segment manufactures glass panels and
funnels for televisions and CRTs, and projection video lens assemblies and liquid crystal display glass for flat
panel displays.

Corning evaluates performance based on an after tax profit measure, which is identified as segment net
income. The accounting policies of the operating segments are the same as those described in the summary of
significant accounting policies. The financial results for Corning’s three operating segments have been pre-
pared on a basis which is consistent with the manner in which Corning management internally disaggregates
financial information for the purposes of assisting in making internal operating decisions. In this regard,
certain common expenses have been allocated among segments less precisely than would be required for stand
alone financial information prepared in accordance with generally accepted accounting principles. Revenue
attributed to geographic areas is based on the location of the customer.




OPERATING SEGMENTS Advanced Information Total
Telecommunications ~ Materials Display ~ Segments

1998
NET SALES $1.791.7 $1,020.1 $ 644.7 $3,456.5
Depreciation and amortization (1) 143.5 78.8 7+.5 296.8
Research, development and engineering expenses (2) 190.2 80.0 23.7 293.9
Interest income (3) 9.5 3.2 1.1 13.8
Interest expense (4) 29.7 16.7 10.0 56.4
Income rax expense 101.4 38.4 8.2 148.0
SEGMENTS EARNINGS BEFORE MINORITY INTEREST

AND EQUITY EARNINGS (5) 221.9 75.9 39.2 337.0
Minority interest in earnings of subsidiaries (37.3) 0.3 (27.6) (64.6)
Equity in earnings of associated companies 20.7 17.6 1.9 83.2
SEGMENT NET INCOME 205.3 93.8 56.5 355.6
Investment in associated companies, at equity 25.8 42.0 190.4 258.2
Segment assets (o) 1.887.1 837.7 915.1 3.639.9
Capital expenditures 200.0 131.0 53.0 +44.0
1997
NET SALES $1,795.3 $1,030.4 $ 664.2 $3,489.9
Depreciation and amortization (1) 130.7 82.0 71.8 284.5
Research, development and engineering expenses (2) 117.1 63.0 69.6 250.3
Interest income (3) 3.6 2.5 1.0 7.1
Interest expense (1) 34.3 23.5 13.8 71.6
Income tax expense 163.9 50.8 (8.6) 206.1
SEGMENTS EARNINGS BEFORE MINORITY INTEREST

AND EQUITY EARNINGS (5) 307.3 89.8 16.4 413.5
Minority interest in earnings of subsidiaries (46.0) 0.7 (31.0) (76.3)
Equity in earnings of associated companies 36.2 13.1 21.7 71.0
SEGMENT NET INCOME 297.5 103.6 7.1 408.2
Investinent in associated companies, at equity 62.8 353 142.2 240.3
Segment assets (6) 1,599.2 762.6 841.4 3.203.2
Capital expenditures 336.0 117.0 119.0 572.0
1996
NET SALES $1.397.7 $1.031.4 $ 565.5 $2,994.6
Depreciation and amortization (1) 104.7 05.0 81.0 250.7
Research, development and engineering expenses (2) 83.2 52.3 53.7 189.2
Interest income (3) 2.6 2.5 1.8 6.9
Interest expense (4) 24.4 21.8 10.0 56.8
Income tax expense 130.6 33.0 (13.8) 149.8
SEGMENTS EARNINGS BEFORE MINORITY INTEREST

AND EQUITY EARNINGS (5) 247.6 63.5 (10.0) 301.1
Minority interest in earnings of subsidiaries (38.1) 3.0 (17.4) (52.5)
Equity in earnings of associated companies +4.9 8.8 22.0 76.3
SEGMENT NET INCOME 254.4 75.3 (4.8) 324.9
Investment in associated companies, at equity 53.4 27.7 163.0 24+4.1
Segment assets (o) 1.227.9 031.5 789 .4 2.648.8
Capital expenditures 209.0 85.0 170.0 46+4.6

(1) Includes an allocation of depreciation of corporate property. plant and equipment not specifically identifiable to a segment. Related

depreciable assets are not allocated to segment assets.

(2) Non-direct research. development and engineering expenses are allocated based upon direct project spending for each segment.
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(3) Interest income is allocated to segments based on a percentage of segment net operating assets.

(4) Interest expense is allocated to segments based on a percentage of segment net operating assets. Consolidated subsidiaries with inde-
pendent capital structures do not receive additional allocations of interest expense.

(5) Many of Corning’s administrative and staff functions are performed on a centralized basis. Where practicable, Corning charges these
expenses to segments based upon the extent to which each business uses a centralized function. Other staff functions. such as corpo-
rate finance. human resources and legal. are allocated to segments, primarily as a percentage of »ales.

(6) Includes inventory, accounts receivable. plant. property and equipment. investments in associated equity companies and goodwill

specifically identifiable to segments.




3. INFORMATION BY OPERATING SECMENT (CONTINUED)

A reconciliation of the totals reported for the operating segments to the applicable line items in the consoli-

dated financial statements is as follows:

REVENUES

Total segment net sales

Non-segment net sales (1)

Royalty, interest and dividend income
Non-operating gains

Total revenues

NET INCOME
Total segment net income (2)
Unallocated items:
Non-segment income (1)
Provision for restructuring (3)
Minority interest
Interest expense
Income tax
Equity in earnings of associated companies (1)
Dividends on convertible preferred securities of subsidiary

Net income from continuing operations

ASSETS
Total segment assets
Non-segment assets:
Net assets of discontinued operations
Property, plant and equipment (4)
Investments (5)
Other current assets (6)
Remaining corporate assets (7)

Total consolidated assets

1998 1997 1996
$3.456.5 $3.489.9 $2,994.6
27.5 26.9 29.4
48.4 37.5 29.7
39.7
$3.572.1 $3.554.3 $3,053.7
$ 3556 $ 408.2 $ 324.9
39.5 10.0 5.3
(84.6)
3.7
(0.3) (0.4) (0.4)
15.2 (3.4) (1.6)
12.1 8.2 8.8
(13.7) (13.7) (13.7)
$ 3275 $ 4089 $ 323.3
$3.639.9 $3.203.2 $2.648.8
357.6 364.0
624.7 523.2 4424
108.1 69.7 93.1
310.7 263.1 380.6
298.5 275.1 254.5
$4.981.9 $4,691.9 $4,183.4

(1) Includes amounts derived from corporate investments. Non-segment net income includes non-operating gains in 1998.

(2) Includes royalty. interest and dividend income.

(3) See Footnote 8 to the consolidated financial statements for further discussion of this charge. The portion of this charge related to
Telecommunications, Advanced Materials and Information Display Segments was $8.3 million, $26.9 million. and $16.3 million, respec-

tively. The remainder pertains to corporate functions.

Represents corporate investments in associated companies. at equity.

{
(
(
(

Represents corporate property, plant and equipment not specifically identifiable to a segment.

4)
5)
6) Includes current corporate assets, primarily cash, short-term investments and deferred taxes.
7) Includes non-current corporate assets, primarily pension assets and deferred taxes.




OTHER SIGNIFICANT ITEMS

Segment

Reconciling  Consolidated

Total  Adjustments Total
1998
Depreciation and amortization $296.8 $ 1.2 $298.0
Interest expense 56.4 0.3 56.7
Income taxes 148.0 (15.2) 132.8
Equity in earnings of associated companies 83.2 12.1 95.3
Minority interest (64.6) 3.7 (60.9)
Investment in associated companies, at equity 258.2 54.9 313.1
Capital expenditures 444.0 269.6(1) 713.6
1997
Depreciation and amortization $284.5 $ 1.4 $285.9
Interest expense 71.6 0.4 72.0
Income taxes 206.1 3.4 209.5
Equity in earnings of associated companies 71.0 8.2 79.2
Investment in associated companies, at equity 240.3 52.6 292.9
Capital expenditures 572.0 173.6(1) 745.6
1996
Depreciation and amortization $250.7 $ 1.6 $252.3
Interest expense 56.8 0.4 57.2
Income taxes 149.8 1.6 151.4
Equity in earnings of associated companies 76.3 8.8 85.1
Investment in associated companies, at equity 244.1 69.7 313.8
Capital expenditures 464.0 95.6(1) 560.2

(1) Includes capital spending on shared research facilities of $166.0 million, $82.4 million and $19.0 million in 1998, 1997 and 1996. respectively.




3.0INFORMATION BY OPERATING SECGMENT (CONTINUED)

Information concerning principal geographic areas is as follows:

19908 1997 1996
Non- Non- Non-
Net Current Net Current Net Current
Sales Assets(1) Sales Assets(1) Sales Assets(1)
North America
United States $2.257.4  $2.877.5  $2.200.8  $2.436.8 $2.020.8 $1.950.2
Canada 301.7 89.9 246.8 90.8 120.7 96.6
Other 37.0 43.3 37.9 25.9 16.1 15.9
Total North America 2.596.1 3.010.7 2.491.5 2.553.5 2.187.6 2.062.7
Asia Pacific
Japan 308.8 109.6 360.4 103.4 271.6 118.7
China 74.6 0.9 119.6 1.0 53.4 0.5
Korea 24.0 105.2 205 135.9 31.7 159.3
Other 35.5 15.1 12.0 16.0 390.0 14.8
Total Asia Pacific +42.9 320.8 551.5 256.3 395.7 203.3
FEurope
Germany 117.6 9.0 101.8 5.9 88.7 53.4
France 72.6 75.8 85.0 58.8 76.5 50.4
United Kingdom 73.8 76.0 00.0 60.0 72.9 55.4
Other 100.3 22.5 100.3 20.8 106.0 22.2
Total Europe 373.3 2233 353.1 191.5 334.1 181.4
Latin America
Brazil 29.9 10.4 74.1 11.7 +1.3 12.1
Other 10.9 18.4 0.4 11.7 0.4
Total Latin America 10.8 10.4 92.5 12.1 53.0 12.5
All Other 30.9 22.0 28.2 8.5 43.0 8.5
Total $3.484.0 $3.587.2 $3.516.8 $3.021.9 $3.024.0 $2.558.4

$8+.4 million. $113.3 million and $83.0 million in 1998. 1997 and 199¢. respectively.

(1) Excludes net assets of discontinued operations of $357.0 million and $364.0 million in 1997 and 1996_ respectively, and deferred taxes of




4. INVESTMENTS

ASSOGIATED COMPANIES AT EQUITY. OTHER THAN DOW CORNING CORPORATION

Samsung Corning Company Ltd.. a 50% owned South Korea-based manufacturer of glass panels and funnels
for television and display monitors, represented $174.+ million and $134.1 million of Corning’s investinents

accounted for by the equity method at vear end 1998 and 1997, respectively.

The financial position and results of operations of Samsung Corning and Corning’s other equity companies are
summarized as follows:

1998 1997 1996
Samsung Total  Samsung Total  Samsung Total
Corning Equity Corning Equity Corning Equity
Co. Ltd.  Companies Co. Ltd. Companies Co. Ltd. Companies
Net sales $ 884.1 $1.6529 $ 9974 51,8081 § 7949 $1.593.3
Gross profit 239.6 571.7 265.8 037.9 192.8 554.7
Net income 77.8 224.8 63.0 177.7 54.6 208.3

Corning’s equity in net income (1) % 38.4 $ 95.3 $ 31.1 $§ 792 $  20.4 $  85.1

Current assets $ 3626 % 6478 % 3719 % 7751+ % 328.1 $ 601.3
Non-current assets 1.022.7 1.320.2 93+4.4 1.311.9 1.415.0 1.8206.3
Current lLiabilities $ 3697 $ 5329 $§ 2010 $ 537.0 % 463 $ 0647.0
Non-current liabilities 657.3 757.3 717 1 884.5 979 1 1,132.8

(1) Equity in earnings shown above and in the Consolidated Statements of Income are net of amounts recorded for income rax.

Dividends received from Samsung Corning and Corning’s other equity companies totaled $63.3 million. $65.3 mil-
lion and $88.2 million in 1998. 1997 and 1996, respectivelv. At December 31. 1998, approximately $262.4 million
of equity in undistributed earnings of equity companies were included in Corning’s retained earnings.

DOW CORNINGC CORPORATION

Corning is a 50% owner of Dow Corning Corporation (Dow Corning). a manufacturer of silicones. The other
50% of Dow Corning is owned by The Dow Chemical Company (Dow Chemical).

On May 15, 1995. Dow Corning voluntarily filed for protection under Chapter 11 of the United States
Bankruptey Code as a result of several negative developments related to the breast implant litigation. At that
time, Corning management believed it was impossible to predict if and when Dow Corning would successfully
emerge from Chapter 11 proceedings. As a result, Corning recorded an after-tax charge of $365.5 million to
fully reserve its investment in Dow Corning and discontinued recognition of equity earnings from Dow Corning
in 1995.




4. INVESTMENTS (CONTINUED)

Dow Corning and the Committee of Tort Claimants, one of Dow Corning’s Chapter 11 creditor comunittees, filed with
the United States Bankruptcy Court (the Bankruptcy Court) a joint plan of reorganization on November 9, 1998 (the
Joint Plan). After hearings held in early 1999, the Bankruptcy Court ruled in early February 1999 that the disclosure
statement related to the Joint Plan was adequate to send to Dow Corning’s creditors for consideration. In that ruling,
the Bankruptcy Court indicated that the period for voting will extend through May 14, 1999 and hearings to confirm
the Joint Plan are scheduled to begin on June 28, 1999. To become effective, the Joint Plan will require a favorable
vote by many classes of creditors and final Bankruptcy Court approval after confirmation hearings. In addition, appeals
of the Bankruptcy Court’s confirmation order are possible. The recent developments, including the support of the
Committee of Tort Claimants, tend to increase the probability that Dow Corning will successfully emerge from Chapter
11 proceedings, but the timing and the eventual outcome of these proceedings is uncertain.

If and when Dow Corning emerges from bankruptcy, Corning will likely begin to recognize equity earnings from Dow
Corning. Corning does not expect to receive dividends from Dow Corning in the foreseeable future. As part of the
Joint Plan, Corning and Dow Chemical have each agreed to provide a credit facility to Dow Corning of up to $150
million ($300 million in the aggregate), subject to the terms and conditions stated in the Joint Plan.

The financial position and results of operations of Dow Corning are summnarized in the table below. The 1998 amounts are
derived from Dow Corning’s unaudited financial information and do not include the impact of charges, if any, which Dow
Corning may take currently or in the future to reflect any additional financial impact of the Joint Plan. The amount of any
such charge could have a material effect on Dow Corning’s financial position and results of operations in the period or periods
recorded.

1998 1997 1996
Net sales $2.568.0 $2.,643.5 $2,532.3
Gross profit 796.1 847.6 858.3
Net income 206.7 237.6 221.7
Current assets $1.355.2 $1.378.8 $1,524.7
Non-current assets 4,294.0 3,939.9 3,589.4
Current liabilities $ 5273 $ 489.8 $ 480.5
Non-current liabilities 391.3 361.5 343.2
Liabilities subject to compromise (1) 3,492.6 3,441.1 3,452.1
Shareholders’ equity 1,237.0  1,026.3 838.3

(1) Dow Corning’s financial statements for 1998, 1997 and 1996 have been prepared in conformity with the American Institute of Certified Public Accountants®
Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptey Code.” (SOP 90-7). SOP 90-7 requires a segregation of
liabilities subject to compromise by the Bankruptcy Court as of the filing date (May 15,1995) and identification of all transactions and events that are directly
associated with the reorganization,

Dow Corning’s 1998, 1997 and 1996 results have also been impacted by the suspension of interest payments and
reorganization costs resulting from the Chapter 11 proceedings.

OTHER INVESTMENTS

Corning’s other investments include equity securities, which are classified as available-for-sale. At December 31, 1998,
the fair value and cost of Corning’s equity securities was $53.1 million and $54.7 million, respectively. The differ-
ence includes gross unrealized gains of $0.3 million and gross unrealized losses of $1.9 million. The fair value of Corning’s
equity securities was $17.1 million at December 31, 1997 and approximated cost.

Proceeds from sales of marketable securities were $5.0 million and $17.4 million in 1998 and 1997, respectively, and
related net realized gains included in income were $0.3 million and $11.4 million in 1998 and 1997, respectively. The
net change in the unrealized loss on marketable securities classified as available-for-sale included as a component
of accumulated other comprehensive income was $1.6 million for the vear ended December 31. 1998.
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5. EMPLOYEE RETIREMENT PLANS

Corning has defined benefit pension plans covering certain domestic emplovees and employees in foreign
countries. Corning’s funding policy has been to contribute as necessary an amount determined jointly by
Corning and its consulting actuaries, which provides for the current cost and amortization of prior service cost.
Corning and certain of its domestic subsidiaries also offer defined benefit postretirement plans that provide
health care and life insurance benefits for retirees and eligible dependents. Certain employees may become
eligible for such postretirement benefits upon reaching retirement age. Corning’s principal retiree medical
plans require retiree contributions each year equal to the excess of medical cost increases over general
inflation rates.

The change in benefit obligation and funded status of Corning’s employee retirement plans are as follows:

Pension Benefits Postretirement Benefits
1998 1997 1998 1997

GCHANGE IN BENEFIT OBLIGATION
Benefit obligation at beginning of vear $(1,246.0)  $(1,213.8)  $(520.7) $(521.1)
Service cost (22.4) (19.1) (9.6) (8.4)
Interest cost (95.0) (88.1) (20.2) (37.0)
Plan participants’ contribution (2.5) (2.0) (1.5) (1.4)
Amendments (17.7) (2.7) (1.3)
Curtailments (21.9) (8.7)
Gain/(loss) from changes in actuarial assumptions (166.9) (16.9) (44.1) 17.2
Experience loss (43.2) (42.0)
Benefits paid 98.4 96.6 35.8 30.0
Benefit obligation at end of year $(1.517.2)  $(1,246.0) $(632.3) $(520.7)
CHANGE IN PLAN ASSETS
Fair value of plan assets at beginning of vear $ 1,443 4 $ 1.332.2 $ - % -
Actual return on plan assets 125.0 183.3
Emplover contribution 23.7 22.5 34.3 28.6
Plan participants’ contributions 2.5 2.0 1.5 1.4
Benefits paid (98.4) (96.6) (35.8) (30.0)
Fair value of plan assets at end of year $ 1.496.2 $ 1.443.4 $ - % -
Funded status $ (21.0) $ 197.4  $(632.3) $(520.7)
Unrecognized transition amount (3.1) (10.0)
Unrecognized prior service cost 109.8 121.4 (4.7) (10.9)
Unrecognized net (gains)/losses from changes

in actuarial assumptions 5.7 (203.3) 39.1 (33.2)
Recognized asset (liability) $ 914 $ 105.5 $(597.9) $(564.8)
Less current portion 38.1 31.0
Accrued postretirement liability $(559.8) $(533.8)

Defined benefit pension plan assets are comprised principally of publicly traded debt and equity securities.
Corning common stock represented 3.5% and 3.1% of plan assets at year end 1998 and 1997, respectively.
Corning has not funded its postretirement obligations.
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5. EMPLOYEE RETIREMENT PLANS (CONTINUED)

The weighted-average assumptions for Corning’s emplovee retirement plans are as follows:

Pension Benefits Postretirement Benefits
1998 1997 1998 1997
Discount rate 6.5% 7.5% 0.5% 7.5%
Expected return on plan assets 9.0% 9.0%
Rate of compensation increase 4.0 % 4+.5%

Corning’s consolidated postretirement benefit obligation is determined by application of the terms of health
care and life insurance plans, together with relevant actuarial assumptions and health care cost trend rates.
The health care cost trend rate for Corning’s principal plan is assumed to be 8% in 1998 for covered individuals
under age 65 decreasing gradually to +.5% in 2010 and thereafter. For covered individuals over 65. the rate is
assumed to be 7% in 1998 decreasing gradually to 4.5% in 2010 and thereafter.

Assumed health care trend rates have a significant effect on the amounts reported for the health care plans.
A one-percentage-point change in 1998 assumed health care trend rates would have the following effects:

1-Percentage-Point

Increase Decrease
Effect on total of service and interest cost components $ 3.7 $ (3.4)
Effect on postretirement benefit obligation 47.8 (43.7)

The components of net periodic benefit cost for Corning’s emplovee retirement plans are as follows:
I g ploy

Pension Benefits Postretirement Benefits
1008 1997 1996 1008 1997 1996

Service cost $ 22.4 $ 19.1 $ 17.4 $ 9.6 $ 8.4 $ 8.5
Interest cost 95.0 88.1 84.2 40.2 37.0 37.0
Expected return on plan assets (118.3) (107.7) (99.8)
Amortization of transition asset (0.6) (0.7) {(0.8) (0.2) 0.2
Amortization of net gain 1.8 3.8 1.7
Amortization of prior service cost 13.1 11.7 10.5 (1.1) (1.6) (1.4)
Net periodic benefit cost 13.4 14.3 13.2 8.7 3.6 +4.3
Recognition of curtailment

and settlement (1) 14.2 0.5
Recognition of special

termination henefits (2) 7.5
Total cost $ 35.1 $ 14.3 $13.2 $49.2 $43.6 $44.3

(1) Included in the gain on sale of the consumer housewares business. which is recorded in income from discontinued operations.
(2) Tneluded in rhe provision for restructuring.

Measurement of postretirement benefit expense is based on assumptions used to value the postretirement
liability at the beginning of the vear. Total consolidated pension expense. including defined contribution
pension plans, was $49.3 million in 1998, $44.9 million in 1997 and $41.7 million in 1996,




6. TAXES ON INCOME

Income from continuing operations before taxes on income:
U.S. companies
Non-U.5. companies

Income before taxes on income
Taxes on income from continuing operations

Effective tax rate reconciliation:
Statutory U.S. tax rate
State taxes, net of federal benefit
Foreign and other tax credits
Lower taxes on subsidiary earnings

Other
Effective tax rate

Components of net tax expense:
Taxes on income from continuing operations
Taxes on equity in earnings
Tax benefits included in common shareholders™ equity

Net tax expense before discontinued operations
Income tax expense from discontinued operations

Net tax expense

Current and deferred tax expense (benefit)
before discontinued operations:
Current:
U.S.
State and municipal
Foreign
Deferred:
u.s.
State and municipal
Foreign

Net tax expense before discontinued operations

1998 1997 1996
$340.1 $545.1 $381.7
99.5 84.1 74.1
$439.6 $629.2 $455.8
$132.8 $209.5 $151.4
35.0% 35.0% 35.0%
0.7 1.6 1.3
(0.8) (0.6) (0.5)
(6.1) (2.7) (2.6)
1.4
30.2% 33.3% 33.2%
$132.8 $209.5 $151.4
19.3 13.8 15.1
(21.4) (18.8) (17.0)
130.7 204.5 149.5
76.6 17.7 19.0
$207.3 $222.2 $169.1
$ 69.7 $139.1 $ 64.1
8.0 20.1 11.0
57.0 55.6 9.3
(4.1) (11.2) 14.3
(1.3) (4.2) 6.9
1.4 5.1 3.9
$130.7 $204.5 $149.5




6. TAXES ON INCOME (CONTINUED)

The tax effects of temporary differences and carryforwards that gave rise to significant portions of the deferred
tax assets and liabilities as of year end are comprised of the following:

1998 1997
Postretirement medical and life benefits $ 235.0 $ 230.1
Other employee benefits 16.0 49.0
Other accrued liabilities 27.6 11.5
Restructuring reserves 25.2
Loss and tax credit carryforwards 50.6 44.5
Other 31.4 36.3
Gross deferred tax assets 415.8 371.4
Deferred tax assets valuation allowance (33.8) (22.0)
Deferred tax assets 382.0 349.4
Fixed assets (136.7) (107.3)
Pensions (35.3) (40.5)
Other (19.4) (20.9)
Deferred tax liabilities (191.4) (168.7)
Net deferred tax assets $ 190.6 $ 180.7

The net change in the total valuation allowance for the years ended December 31, 1998, and 1997, was an
increase of $11.8 million and $9.5 million, respectively.

Corning currently provides income taxes on the earnings of foreign subsidiaries and associated companies to
the extent they are currently taxable or expected to be remitted. Taxes have not been provided on $494.5 million
of accumulated foreign unremitted earnings which are expected to remain invested indefinitely. It is not prac-
ticable to estimate the amount of additional tax that might be payable on the foreign earnings; however, if
these earnings were remitted, income taxes payable would be provided at a rate which is significantly lower
than the effective tax rate.

Corning, as required, provided for tax on undistributed earnings of its domestic subsidiaries and affiliated
companies beginning in 1993 even though these earnings have been and will continue to be reinvested indefi-
nitely. Corning estimates that $34.9 million of tax would be payable on pre-1993 undistributed earnings of its
domestic subsidiaries and affiliated companies should the unremitted earnings reverse and become taxable to
Corning. Corning expects these earnings to be reinvested indefinitely.

Total payments for taxes on income were $184.3 million, $209.4 million and $120.1 million during 1998, 1997
and 1996, respectively. Deferred income tax benefits totaling $106.2 million and $67.4 million were included
in other current assets at year end 1998 and 1997, respectively. At December 31, 1998, Corning had tax
benefits attributable to loss carryforwards and credits aggregating $50.6 million that expire at various dates
through 2013.
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7. SUPPLEMENTAL INCOME STATEMENT DATA

1998 1997 1996
Depreciation expense $278.2 $265.4 $235.4
Amortization of goodwill and other intangible assets 19.8 20.5 16.9
Depreciation and amortization expense $298.0 $285.9 $252.3
Rental expense $ 54.0 $ 47.0 $ 36.5
Interest expense incurred $103.5 $ 96.7 $ 73.0
Interest capitalized (46.8) (24.7) (16.4)
Interest expense, net $ 56.7 $ 72.0 $ 57.2
Interest paid $103.8 $111.1 $113.0

Consolidated interest expense allocated to discontinued operations totaled $2.7 million, $13.0 million and
$63.5 million in 1998, 1997 and 1996, respectively. The allocations were based on the ratio of net assets of
discontinued operations to consolidated net assets.

8. PROVISION FOR RESTRUCTURING

[n the second quarter of 1998, Corning recorded a restructuring charge of $84.6 million ($49.2 million after tax
and minority interest). The charge is comprised of early retirement incentives and severance costs. The
restructuring charge relates to approximately 650 employees, of which 610 have been terminated or notified
of their termination at December 31, 1998. Corning anticipates that the workforce reductions will be
substantially completed in the first half of 1999. As of December 31, 1998, $23.3 million of the restructuring
and severance related costs have been paid.

9. SUPPLEMENTAL BALANCE SHEET DATA

1998 1997
INVENTORIES
Finished goods $ 2056 % 1935
Work in process 104.9 107.3
Raw materials and accessories 96.7 84.3
Supplies and packing materials , 70.6 64.0
Total inventories valued at current cost 477.8 +49.1
Reduction to LIFO valuation (19.1) (20.8)
Inventories $ 358.7 $ 428.3
PLANT AND EQUIPMENT
Land $ 57.3 §$ 51.4
Buildings 944.1 842.6
Equipment 3.677.4 3,107.2
4,678.8 4.001.2
Accumulated depreciation (1,993.9) (1,733.3)
Plant and equipment, net $2,684.9 $ 22679
OTHER ACCRUED LIABILITIES
Taxes on income $ 159.7 $ 1129
Restructuring reserves 61.3
Wages and employee benefits 157.0 180.0
Other liabilities 200.4 151.8
Other accrued liabilities $ 5784 § 444.7




10. LOANS PAYABLE

1998 1997

LOANS PAYABLE
Current maturities of loans payable bevond one vear $ 1348 $ 45.8
Other short-term borrowings 09.8 167.2

$ 2046 $ 213.0

LOANS PAYABLE BEYOND ONE YEAR

Notes, 7.78%. due 1998 3 6.9
Notes, 8.75%, due 1999 $ 100.0 99.9
Series A senior notes, 7.99%. due 1999 12.0 24.0
Series B senior notes, 8.4%, due 2002 28.5 35.7
Debentures, 8.25%, due 2002 75.0 75.0
Debentures, 6%, due 2003 99.6 99.5
Debentures, 7% due 2007, net of unamortized discount of $37.1 million in 1998
and $39.3 million in 1997 62.9 60.7
Notes, 6.73%, due 2008 36.4 40.0
Notes. 6.83%, due 2009 30.0 30.0
Debentures, 6.75%., due 2013 99.6 99.5
Debentures. 8.875%, due 2016 74.5 74.5
Debentures, 8.875%. due 2021 74.9 74.9
Debentures, 7.625%, putable in 2004, due 2024 99.7 99.7
Medium-term notes, average rate 7.8%, due through 2025 265.0 265.0
Other, average rate 5.0%, due through 2031 75.0 86.3
1.133.1 1,171.6
Less current maturities 134.8 5.8

$ 998.3 $1.125.8

At December 31, 1998 and 1997, the weighted-average interest rate on short-term borrowings was 5.2% and
0.6%, respectively.

At December 31, 1998, loans pavable beyond one year become payable:

2000 2001 2002 2003 2004-2025

$31.7 $43.8 $94.1 $181.9 $646.8

Based on borrowing rates currently available to Corning for loans with similar terms and maturities, the fair
value of loans pavable bevond one year was $1.3 billion at vear end 1998.

Unused bank revolving credit agreements in effect at December 31, 1998 provide for Corning to borrow up to
$825 million. The revolving credit agreements provide for borrowing of U.S. dollars and Eurocurrency at various
rates. Corning also has the ability to issue up to $375 million of medium and long-term debt through public
offerings under existing shelf-registration statements filed with the Securities and Exchange Commission.
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11. CONVERTIBLE MONTHLY INCOME PREFERRED SECURITIES

In July 1994, Corning and Corning Delaware L.P., a special purpose limited partnership in which Corning is
the sole general partner, completed a public offering of 7.5 million shares of Convertible Monthly Income
Preferred Securities (MIPS). The MIPS were guaranteed by Corning and convertible into Corning common
stock at the rate of 1.534 shares of Corning common stock for each MIPS. On February 16, 1999, Corning
Delaware issued a notice to all MIPS holders calling for the redemption of all MIPS. Holders of the MIPS have the
option of either receiving $51.80 in cash for each share, or converting them into Corning common stock. which had
a fair market value after conversion of $74.88 per share on February 16, 1999. Management expects that a major-
ity of the MIPS holders will convert their preferred securities into Corning common stock.

Based on quoted market prices at December 31, 1998. the fair value of the preferred securities approximated
$523 million.

[2. CONVERTIBLE PREFERRED STOCK

Corning has 10 million authorized shares of Series Preferred Stock, par value $100 per share. Of the autho-
rized shares, 2.4 million shares have been designated Series A Junior Participating Preferred Stock of which
no shares have been issued.

At year end 1998, 1997 and 1996, 178,700, 198,100 and 222,000 shares of Series B Convertible Preferred Stock
were outstanding. respectively. Each Series B share is convertible into 4.79 shares of Corning common stock
and has voting rights equivalent to four common shares. The Series B shares were sold exclusively to the
trustee of Corning’s existing emplovee investment plans, based upon directions from plan participants.
Participants may cause Corning to redeem the shares at 100% of par upon reaching age 55 or later, retirement,
termination of employment or in certain cases of financial hardship. The Series B shares are redeemable by
Corning at $100 per share.

13. COMMON SHAREHOLDERS EQUITY

Corning has established the Corning Stock Ownership Trust (CSOT) to fund future emplovee purchases of
common stock through its contributions to Corning’s Investment and Employee Stock Purchase Plans (the
Plans). Corning sold 4 million treasury shares to the CSOT. At December 31, 1998. 1.9 million shares remained
in the CSOT. Shares held by the CSOT are not considered outstanding for earnings per common share calcu-
lations until released to the Plans. Corning and the trustee of the CSOT reached an agreement whereby the
trustee waived its right to receive the Distribution of Quest Diagnostics and Covance and, in lieu thereof,
received 400,000 additional shares of Corning common stock.

Corning repurchased approximately 2.0 million, 1.1 million and 2.2 million shares of its common stock in 1998,
1997 and 1996, respectively. All of the 1998, 1997 and approximately 1.3 million of the 1996 shares were repur-
chased pursuant to a systematic plan authorized by the Board of Directors. Corning’s systematic plan is designed
to provide shares for Corning’s various emplovee benefit programs. The remainder of the 1996 stock repurchases
were from employees to satisfy tax withholding requirements on shares issued under emplovee benefit plans.

In June 1996, the Board of Directors approved the renewal of the Preferred Share Purchase Right Plan which
entitles shareholders to purchase one-hundredth of a share of Series A Junior Participating Preferred Stock upon
the occurrence of certain events. In addition, the rights entitle shareholders to purchase shares of common stock
at a 50% discount in the event a person or group acquires 20% or more of Corning’s outstanding common stock.
The preferred share purchase rights became effective July 15, 1996 and expire July 15, 20006.

Accumulated other comprehensive income at December 31, 1998 included unrealized losses on marketable
securities of $1.0 million, net of tax of $0.6 million. and foreign currency translation adjustments of $8.9 million.
At December 31, 1996 and 1997, accumulated other comprehensive income included foreign currency translation
adjustments of $43.6 million and $32.2 million respectively.




14. EARNINGS PER COMMON SHARE

Basic earnings per share is computed by dividing net income, less dividends on Series B convertible preferred
stock, by the weighted-average number of common shares outstanding during each period. Diluted earnings
per share is computed by dividing net income, plus dividends on convertible preferred securities of subsidiary,
by the weighted-average number of common shares outstanding during the period after giving effect to dilutive
stock options and adjusted for dilutive common shares assumed to be issued on conversion of Corning’s
convertible securities.

A reconciliation of the basic and diluted earnings per share from continuing operations computations for 1998,
1997 and 1996 are as follows:

For the Years Ended December 31,

1998 1997 1996
Weighted- Weighted- Weighted-
Average Average Average
Shares  Per Share Shares  Per Share Shares  Per Share
Income (in millions) Amount Income (in millions) Amount [ncome  (in mullions) Amount
Net income from
continuing operations $327.5 $408.9 $323.3
Less: Preferred
stock dividends (1.5) (1.6) (1.9)
BASIC EARNINGS
PER SHARE 326.0 229.6 $1.42 407.3 228.1 $1.79 321.4 2271 $1.42
EFFECT OF
DILUTIVE
SECURITIES
Options 2.8 4.8 2.8
Convertible preferred
securities of subsidiary 13.7 11.5 13.7 11.5 13.7 9.6
Convertible preferred stock 1.6 1.0
DILUTED EARNINGS
PER SHARE $339.7 243.9 $1.39 $422.6 245.4 $1.72  $335.1 239.5 $1.40

In January 1997, the conversion rate of the convertible monthly income preferred shares was increased to
recognize the effect of the Distributions of Quest Diagnostics and Covance.

At December 31, 1998 and December 31, 1996, 178,700 and 222,000 shares of Series B Convertible Preferred
Stock were outstanding, respectively. Each Series B share is convertible into 4.79 shares of Corning common
stock. These shares were not included in the calculation of diluted earnings per share due to the anti-dilutive
effect they would have had on earnings per share if converted.

15. STOCK COMPENSATION PLANS

At December 31, 1998, Corning’s stock compensation plan includes the 1998 Employee Equity Participation
Program, which covers 8.0 million shares. The 1998 Program and predecessor plans provide the authorization
for Corning’s common stock plans discussed below. No future awards or grants may be made under the
predecessor plans except for currently outstanding rights. At December 31, 1998, 5.9 million shares were avail-
able for sale or grant under the 1998 Program. Proceeds from the sale of stock under the 1998 Program and
predecessor plans are added to capital stock accounts.

In October 1995, the Financial Accounting Standards Board issued Statement No. 123 “Accounting for Stock-
Based Compensation” (FAS 123). This statement defines a fair value-based method of accounting for employee
stock options and similar equity investments and encourages adoption of that method of accounting for
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employee stock compensation plans. However, it also allows entities 1o continue to measure compensation cost
for employee stock compensation plans using the intrinsic value-based method of accounting prescribed by
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (APB 25). Corning
applies APB 25 accounting for its stock-based compensation plans. Compensation expense is recorded for
awards of shares or share rights over the period earned. This plan resulted in compensation expense of
$4.6 million in 1998, $29.2 million in 1997 and $27.6 million in 1996.

Corning has adopted the disclosure-only provisions of FAS 123. 1f Corning had elected to recognize compen-
sation expense under FAS 123, Corning’s net income in 1998, 1997 and 1996 would have decreased by $9.0 million,
$5.3 million and $2.0 million, respectively. Corning’s diluted earnings per share amounts would have decreased
by $0.04 in 1998 and $0.02 in 1997. Earnings per share amounts in 1996 would not have been affected.

The pro forma effect on net income for 1997 and 1996 may not be representative of the pro forma effect on
net income of future years because the FAS 123 method of accounting for pro forma compensation expense has
not been applied to options granted prior to January 1, 1995.

STOCK OPTION PLAN

Non-qualified and incentive stock options to purchase unissued or treasury shares at the market price on the
grant date generally become exercisable in installments from one to five years from the grant date. The max-
imum term of non-qualified and incentive stock options is 10 years from the grant date.

Transactions for the three years ended December 31, 1998 were:

Number Weighted-
of Shares Average
(in thousands) Exercise Price

Options outstanding January 1, 1996 11,777 $27.90
Options granted under Plan 763 34.54
Options exercised (1,147) 13.52
Options terminated (1,022) 31.40
Adjustment due to Distributions 908

Options outstanding January 1, 1997 11,279 $24.26
Options granted under Plan 929 41.10
Options exercised (2,114) 15.82
Options terminated (152) 25.93
Options outstanding January 1, 1998 9,942 $26.83
Options granted under Plan 2,745 30.66
Options exercised (888) 19.30
Options terminated (112) 32.67
Options outstanding December 31, 1998 11,687 $28.25

At the end of 1996, the number and exercise price of all options outstanding were adjusted for the Distributions
of Quest Diagnostics and Covance. This adjustment increased the number of options outstanding by approx-
imately 908,000 and decreased the exercise price of the options by approximately 18%.

For purposes of FAS 123, the fair value of each option grant is estimated on the date of grant using the Black-
Scholes option pricing model with the following weighted-average assumptions used for grants in 1998, 1997
and 1996, respectively: risk-free interest rate of 4.4%, 6.4% and 6.6%; dividend yield of 1.7%, 1.6% and 2.3%;
expected volatility of 29.0%, 25.0% and 24.5% and expected life of 6, 6 and 7 years.

The number of options exercisable and the corresponding weighted-average exercise price was 5.8 million and
$26.83 in 1998, 5.3 million and $24.73 in 1997 and 6.5 million and $23.11 in 1996. The weighted-average fair
value of options granted was $9.31 in 1998, $14.45 in 1997 and $10.77 in 1996.




15. STOCK COMPENSATION PLANS (CONTINLUED)

The following table summarizes information abourt stock options outstanding at December 31, 1998:

Options Outstanding Options Exercisable

Number Number
Outstanding at Remaining Weighted- Exercisable at Weighted-
Range of December 31. 1998 Contractual Life Average December 31. 1998 Average
Exercise Prices (in thousands) in Years Exercise Price (in thousands) Exercise Price
$ 3.4910 25.28 2,119 3.5 $19.69 2,119 $19.69
$26.04 to 26.87 3.494 0.6 $26.15 921 $26.33
$28.02 to 32.14 3.284 8.4 $28.54 1.00+ $29.37
$32.30 to 64.38 2,790 5.9 $37.03 1.047 $34.65
11.687 0.4 $28.25 5.751 $26.83

INCENTIVE STOCK PLANS

The Incentive Stock Plan permits stock grants, either determined by specific performance goals or issued
directly, in most instances. subject to the possibility of forfeiture and without cash consideration.

In 1998. 1997 and 1996, grants of 698.000, 999.000 and 340.000 shares, respectively, were made under this
plan. In connection with the 1996 Distributions. approximately 280.000 additional shares were issued to
emnplovees in lieu of receiving the Distributions and approximately 180,000 shares were forfeited by employees
of the Distributed companies. At December 31, 1998, there were no outstanding incentive rights. The weighted-
average exercise price of the grants was $33.52 in 1998, $40.07 in 1997 and $32.61 in 1996, respectively. A
total of 2.8 million shares issued in prior vears remain subject to forfeiture at December 31. 1998.

WORLDWIDE EMPLOYEE SHARE PURCHASE PLAN

In addition to the Stock Option Plan and Incentive Stock Plans. Corning has a Worldwide Employee Share
Purchase Plan (WESPP). Under the WESPP. substantially all emplovees can elect to have up to 10% of their
annual wages withheld to purchase Corning common stock. The purchase price of the stock 15 85% of the lower
of the beginning-of-quarter or end-of-quarter market price. The Corning Stock Ownership Trust is utilized
to fund emplovee purchases of common stock under the WESPP.

16. EMPLOYEE STOCK OWNERSHIP PLAN

Corning has established the Employee Stock Ownership Plan (ESOP) within its existing employee investment
plans. At inception of the plan. Corning borrowed $50 million and loaned the proceeds to the ESOP. The ESOP
used the proceeds to purchase 4 million treasury shares. In 1998. Corning paid the remaining balance of the
ESOP loan. Corning’s receivable from the ESOP was $2.9 million at the end of 1997 and is classified as
unearned compensation in common shareholders” equity.

Contributions to the ESOP were $3.0 million in 1998, $7.0 million in 1997 and $6.7 million in 1996. Dividends
on unallocated shares reduced contribution requirements by $0.2 million in 1997 and $0.5 million in 1996.
There were no dividends on unallocated shares in 1998. Interest costs amounted to $0.1 million in 1998.
$0.8 million in 1997 and $1.2 million in 1996. Shares held by the ESOP are included in weighted-average shares
outstanding for earnings per share calculations. The trustee of the ESOP sold the shares of Quest Diagnostics
and Covance that it received from the Distributions. The proceeds from the sale of these shares were used to
purchase shares of Corning commou stock.

17 COMMITMENTS, CONTINGENCIES, CGUARANTEES AND HEDGING ACTIVITIES

Minimum rental commitments under leases outstanding at December 31, 1998 are:

1999 2000 2001 2002 2003 2004-2019

$43.2 $37.5 $29.8 $23.5 $20.2 $117.2




In January 1998, Corning completed a sale leaseback transaction related to certain equipment assets and
resulted in gross proceeds of approximately $95 million. Approximately $80 million of the proceeds were
invested with the counterparty to the lease. There was no material change to total long-term assets as a result
of this transaction. Pavments pursuant to the operating lease are included above.

At December 31, 1998, future minimum lease payments to be received under a noncancelable sublease to Quest
Diagnostics totaled $67.4 million. Quest Diagnostics, in turn, has a noncancelable sublease covering approxi-
mately $44.3 million of the minimum lease pavments due to Corning. Corning has agreed to indemnify Quest
Diagnostics should Quest Diagnostics’ subleasee default on the minimum lease payments. Additionally,
Corning continues to guarantee certain obligations of Quest Diagnostics totaling $14.8 million.

Corning operates and conducts business in many foreign countries. As a result. there is exposure to potentially
adverse movement in foreign currency rate changes. Corning enters into foreign exchange forward contracts
with durations generally less than 12 months to reduce its exposure to exchange rate risk on foreign source
income and purchases. The objective of these contracts is to neutralize the impact of foreign currency exchange
rate movements on Corning’s operating results.

The forward contracts require Corning to exchange currencies at rates agreed upon at the inception of the
contract. The hedge contracts reduce the exposure to fluctuations in exchange rate movements because the
gains and losses associated with foreign currency balances and transactions are generally offset with the gains
and losses of the hedge contracts. Because the impact of movements in foreign exchange rates on forward
contracts offsets the related impact on the underlying items being hedged, these financial instruments help
alleviate the risk that might otherwise result from change in currency exchange rate fluctuations.

At December 31, 1998, Corning had foreign currency contracts to purchase approximately $145.5 million U.S.
dollars with a fair value of $16.0 million. Of this amount, $11.4 million is included in other current liabilities
at December 31, 1998. These contracts are held by Corning and its subsidiaries and will mature at varying
dates in 1999,

In December 1998, one of Corning’s subsidiaries entered into financing agreements which provide for the sale
of certain future yen based revenues, beginning in February 1999 and expiring in December 2001. These con-
tracts require the counterparty to advance U.S. dollars in amounts up to $10.1 million each month and Corning
to repay the notes only to the extent of future yen denominated revenues. The obligations under these con-
tracts are not cancelable by either party. Borrowings under the agreements bear interest at a premium to the
Eurodollar rate. Transaction gains or losses related to these contracts are deferred and recognized as an adjustment
to the revenue securing the note repayments. Borrowings are recorded on the balance sheet only to the extent
they are outstanding. The cumulative borrowings anticipated between February 1999 and December 1999
approximate $100 million with cumulative repayments approximating 1.1 billion yen. At December 31, 1998,
the contracted value of these contracts was approximately $3 million less than fair value.

The ability of certain subsidiaries and associated companies to transfer funds is limited by provisions of
certain loan agreements and foreign government regulations. At December 31, 1998, the amount of equity
subject to such restrictions for consolidated subsidiaries totaled $43.8 million. While this amount is legally
restricted, it does not result in operational difficulties since Corning has generally permitted subsidiaries to
retain a majority of equity to support their growth programs. At December 31, 1998, loans of equity affiliates
guaranteed by Corning totaled $0.5 million.

Corning has agreed to indemnify Quest Diagnostics, on an after-tax basis, for the settlement of certain
governmental claims pending at December 31, 1996. In addition, Corning, Quest Diagnostics and Covance
have entered into tax indemnification and tax sharing agreements. Additional information on these indemni-
fication agreements is presented in Note 18 of the Notes to Consolidated Financial Statements.

—



18. DISCONTINUED OPERATIONS

On April 1, 1998, Corning completed the recapitalization and sale of a controlling interest in its consumer
housewares business to an affiliate of Borden, Inc. Corning received cash proceeds of $593 million and con-
tinues to retain an eight percent interest in the Corning Consumer Products Company. In addition, Corning
could receive an additional payment of up to $15 million if certain financial targets are met by Corning
Consumer Products Company for the three year period 1998-2000.

On December 31, 1996, Corning distributed all of the shares of Quest Diagnostics Incorporated (formerly
Corning Clinical Laboratories Inc.) and Covance Inc. (formerly Corning Pharmaceutical Services Inc.) (the
Distributions) (collectively, the Health Care Services Segment) to its shareholders on a pro rata basis. Prior to
the Distributions, Corning received a ruling from the Internal Revenue Service that the Distributions were
tax-free to Corning and its shareholders. As a result of the Distributions, Quest Diagnostics and Covance
became independent, publicly traded companies.

Corning’s shareholders’ equity was reduced by $1.1 billion, which represented Corning’s investment in equity
and intercompany debt of Quest Diagnostics and Covance on the date of the Distributions. Prior to the
Distributions, Quest Diagnostics and Covance borrowed $650 million from third-party lenders and repaid
intercompany debt to Corning. Corning used the proceeds from the repayment of intercompany debt to repay
approximately $375 million of short-term borrowings and $75 million of long-term debt.

Summarized results of Corning’s discontinued operations are as follows:

1998 1997 1996
Sales $116.8 $574.8 $1,145.8
Income (loss) before income taxes $ (09) $49.0 $§ 520
Income tax provision (benefit) (0.3) 17.7 23.1
Income (loss) from operations, net of income taxes (0.6) 31.3 28.9
Gain on sale of consumer housewares business, net of tax of $75.8 million 67.1
Provision for loss on Distribution, including income tax benefit of $3.5 million (176.5)
Minority interest in earnings of subsidiaries (0.4) (0.1)
Discontinued operations, net of income taxes $ 665 $309 $ (147.7)




The results of operations from the consumer housewares business are for the period through March 31, 1998.
Discontinued operations in 1996 also include sales of $515.0 million and income from operations of $9.2 million
for the Health Care Services Segment. Results of the discontinued businesses include allocations of consolidated
interest expense totaling $2.7 million, $13.0 million and $63.5 million in 1998, 1997 and 1996, respectively. The
allocations were based on the ratio of net assets of discontinued operations to consolidated net assets.

The $176.5 million provision for loss on Distributions includes after-tax charges of $142.0 million recorded by
Quest Diagnostics related to certain government investigations of billing practices of certain clinical laboratories.

Corning has agreed to indemnify Quest Diagnostics on an after-tax basis for the settlement of certain claims
that were pending at December 31, 1996. Coincident with the Distributions, Corning recorded a reserve accrual
of approximately $25 million which is equal to management’s best estimate of amounts, which are probable
of being paid by Corning to Quest Diagnostics to satisfy the remaining indemnified claims on an after-tax basis.

Although management believes that established reserves for indemnified claims are sufficient, it is possible
that additional information may become available to Quest Diagnostics’ management, which may cause the
final resolution of these matters to exceed established reserves by an amount which could be material to
Corning’s results of operations and cash flow in the period in which such claims are settled. Corning does not
believe that these issues will have a material adverse impact on Corning’s overall financial condition.




STATEMENT OF MANAGEMENT RESPONSIBILITY FOR FINANCIAL STATEMENTS

The management of Corning Incorporated is responsible for the preparation, presentation and integrity of the
consolidated financial statements and other information included in this annual report. The financial state-
ments have been prepared in accordance with generally accepted accounting principles and include certain
amounts based on management’s best estimates and judgments.

In meeting its responsibility for the reliability of these financial statements, Corning maintains comprehensive
systems of internal accounting control. These systems are designed to provide reasonable assurance at
reasonable cost that corporate assets are protected against loss or unauthorized use and that transactions and
events are properly recorded. Such systems are reinforced by written policies, selection and training of
competent financial personnel, appropriate division of responsibilities and a program of internal audits.

The consolidated financial staterments have been audited by our independent accountants, PricewaterhouseCoopers
LLP. Their responsibility is to express an independent, professional opinion with respect to the consolidated
financial statements on the basis of an audit conducted in accordance with generally accepted auditing standards.

The Board of Directors, through its Audit Committee, is responsible for reviewing and monitoring Corning’s
financial reporting and accounting practices and recommending annually the appointment of the independent
accountants. The Committee, comprised of non-management directors, meets periodically with management,
the internal auditors and the independent accountants to review and assess the activities of each. Both the
independent accountants and the internal auditors meet with the Committee, without management present, to
review the results of their audits and their assessment of the adequacy of the systems of internal accounting
control and the quality of financial reporting.

&VQ/J%W

Roger G. Ackerman
Chairman and Chief Executive Officer

James B. Flaws
Senior Vice President. Treasurer and Chief Financial Officer

//%/M

Katherine A. Asbeck
Vice President and Controller




REPORT OF INDEPENDENT ACCOUNTANTS

PricewaterhouseCoopers LLP

To the Board of Directors and Shareholders of Corning Incorporated

In our opinion. the accompanying consolidated balance sheets and the related consolidated statements of
income, cash flows and changes in shareholders’ equity appearing on pages 42 through 45 present fairly, in all
material respects, the financial position of Corning Incorporated and its subsidiaries at December 31, 1998 and
1997, and the results of their operations, cash flows and changes in shareholders’ equity for each of the three
years in the period ended December 31. 1998, in conformity with generally accepted accounting principles. These
financial statements are the responsibility of the Company’s management; our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of these statements in
accordance with generally accepted auditing standards which require that we plan and perform the audit 1o
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for the opinion expressed above.

MLLP

PricewaterhouseCoopers LLP
1301 Avenue of the Americas
New York, New York 10019

January 25, 1999, except for Note 4 and Note 11, which are as of February 16, 1999
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QUARTERLY OPERATING RESULTS AND RELATED Corning Incorporated and Subsidiary Companies
MARKET DATA )
(unaudited)
(In millions, except per share amounts)
First Second Third Fourth Total

1998 Quarter Quarter Quarter Quarter Year
Revenues $ 803.9 $ 888.4 $ 918.3 $ 961.5 $3.,572.1
Gross profit 280.1 325.5 356.4 368.1 1.330.1
Income from continuing operations before income

taxes, minority interest and equity earnings 64.5 54.2 162.0 158.9 439.6
Taxes on income from continuing operations (21.0) (13.9) (49.2) (48.7) (132.8)
Minority interest in earnings of subsidiaries (5.5) (12.8) (20.3) (22.3) (60.9)
Dividends on convertible preferred securities

of subsidiary (3.4) (3.5) (3.4) (3.4) (13.7)
Equity in earnings of associated companies 27.5 32.7 15.3 19.8 95.3
Income from continuing operations $ 62.1 $ 56.7 $ 104.4 $ 104.3 $ 3275
Income (loss) from discontinued operations,

net of income taxes (1) (0.6) 67.1 66.5
Net income $ 61.5 $ 123.8 $ 104.4 $ 104.3 $ 394.0
BASIC EARNINGS PER SHARE

Continuing operations $ 0.27 $ 0.24 $ 0.45 $ 0.45 $ 1.42

Discontinued operations (1) 0.30 0.29

Net income $ 0.27 $ 0.54 $ 0.45 $ 045 $ 1.7
DILUTED EARNINGS PER SHARE

Continuing operations $ 0.27 $ 0.24 $ 0.44 $ 0.44 $ 1.39

Discontinued operations (1) (0.01) 0.29 0.28

Net income $ 0.26 $ 0.53 $ 0.44 $ 0.44 $ 1.67
Dividend declared $ 0.18 $ 0.18 $ 0.18 $ 0.18 $ 072
Price range

High $44 1/4 $43 1/2 $35 1/4 $ 45 -

Low 32 3/8 34 23172 27 3/4 -
1997
Revenues $ 827.0 $ 914.6 $ 901.3 $ 911.4 $3.554.3
Gross profit 341.4 390.2 367.0 375.9 1,474.5
Income from continuing operations before income

taxes, minority interest and equity earnings 143.5 189.3 150.1 146.3 629.2
Taxes on income from continuing operations (49.0) (64.2) (48.0) (48.3) (209.5)
Minority interest in earnings of subsidiaries (12.5) (20.8) (22.9) (20.1) (76.3)
Dividends on convertible preferred securities

of subsidiary (3.4) (3.5) (3.4) (3.4) (13.7)
Equity in earnings of associated companies 6.8 24.2 31.0 17.2 79.2
Income from continuing operations $ 85.4 $ 125.0 $ 106.8 $ 917 $ 408.9
Income from discontinued operations,

net of income taxes (1) 6.6 2.0 5.5 16.8 30.9
Net income $ 92.0 $ 127.0 $ 1123 $ 108.5 $ 439.8
BASIC EARNINGS PER SHARE

Continuing operations $ 037 $ 0.55 $ 0.47 $ 0.40 $ 179

Discontinued operations (1) 0.03 0.01 0.02 0.07 0.13

Net income $ 0.40 8 0.56 $ 0.49 $ 0.47 $ 1.92
DILUTED EARNINGS PER SHARE

Continuing operations $ 0.36 $ 0.52 $ 0.45 $ 0.39 $ 172

Discontinued operations (1) 0.03 0.01 0.02 0.07 0.13

Net income $ 0.39 $ 0.53 $ 0.47 $ 0.46 $ 1.85
Dividend declared $ 0.18 $ 0.18 $ 0.18 $ 0.18 $  0.72
Price range

High $ 46 $ 56 $ 65 %49 1/4 -

Low 34 43 1/2 41 35 3/4 -

(1) Discontinued operations are described in Note 18 of the Notes to Consolidated Financial Statements.




FIVE YEARS IN REVIEW — HISTORICAL COMPARISON

Corning Incorporated and Subsidiary Companies

(In millions, except per share amounts and number of

employees and common shareholders) 1998 1997 1996 1995 1994
BASIC EARNINGS PER SHARE
Income (loss) from continuing operations $ 1.42 $ 179 $ 1.42 $ (0.35) 8% 0.89
Income (loss) from discontinued operations,
net of income taxes 0.29 0.13 (0.66) 0.12 0.43
Net income (loss) $ 1.7 $ 192 $ 0.76 $ (0.23) % 1.32
DILUTED EARNINGS PER SHARE
Continuing operations § 139 $ 172 $ 1.40 $§ (0.35) % 0.88
Discontinued operations 0.28 0.13 (0.62) 0.12 0.42
Net income (loss) $ 1.67 $ 1.85 $ 0.78 $ (0.23) $ 1.30
Dividends declared $ 072 $ 072 $ 072 $ 072 $ 0.69
Shares used in computing earnings per share
Basic earnings per share 229.6 228.1 227.1 226.6 211.8
Diluted earnings per share 243.9 245.4 239.5 226.6 214.2
OPERATIONS
Net sales $3.484.0 $3.516.8 $3.,024.0 $2.644.7 $2.367.5
Non-operating gains 39.7
Research, development and engineering expenses 293.9 250.3 189.2 172.2 169.7
Provision for restructuring 84.6 26.5
Taxes on income from continuing operations 132.8 209.5 151.4 107.3 86.6
Minority interest in earnings of subsidiaries 60.9 76.3 52.5 64.3 48.7
Dividends on convertible preferred securities
of subsidiary 13.7 13.7 13.7 13.7 6.1
Equity in earnings (losses) of associated companies:
Other than Dow Corning Corporation 95.3 79.2 85.1 66.6 48.5
Dow Corning Corporation (348.0) (2.8)
Income (loss) from continuing operations $ 3275 $ 408.9 $ 3233 $ (77.3) § 1906
Income (loss) from discontinued operations,
net of income taxes 66.5 30.9 (147.7) 26.5 90.7
NET INCOME (LOSS) $ 394.0 $ 439.8 $ 175.6 $ (50.8) $ 281.3
FINANCIAL POSITION
ASSETS
Working capital $ 235.6 $ 241.4 $ 445.2 $ 276.5 $ 281.3
Investments:
Other than Dow Corning Corporation 366.2 310.0 337.2 364.9 339.5
Dow Corning Corporation 341.8
Plant and equipment, net 2.684.9 2,267.9 1,808.6 1,438.7 1,334.9
Goodwill and other intangible assets, net 309.7 294.2 259.9 258.1 255.7
Net assets of discontinued operations 357.6 364.0 2,056.0 1,972.4
Total assets 4.981.9 4.691.9 4.183.4 5.334.5 5,365.5
CAPITALIZATION
Loans payable beyond one year $ 998.3 $1,125.8 $1,195.1 $1.326.0 $1.330.5
Other liabilities 674.1 627.5 597.8 587.4 564.5
Minority interest in subsidiary companies 346.1 349.3 309.9 269.2 244.5
Convertible preferred securities of subsidiary 365.2 365.3 365.1 364.7 364.4
Convertible preferred stock 17.9 19.8 22.2 23.9 24.9
Common shareholders’ equity 1,505.6 1,246.5 961.1 2.103.0 2.263.0
Total capitalization $3,907.2 $3,734.2 $3,451.2 $4,674.2 $4,791.8
SELECTED DATA
Common dividends declared $ 166.8 $ 166.2 $ 165.3 $ 165.2 $ 150.1
Preferred dividends declared $ 1.5 $ 1.6 $ 1.9 $ 2.0 $ 2.1
Additions to plant and equipment $ 713.6 % 745.6 % 560.2 % 3371 $ 248.8
Depreciation and amortization 3 298.0 $ 285.9 $ 252.3 $ 2211 $ 210.1
Number of employees (1) 15,400 16,100 15,300 12,800 17,000
Number of common shareholders 17.550 17,900 18,000 18,800 21,600
(1) Amounts do not include employees of discontinued operations.
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ROGER G. ACKERMAN
Chairman and Chief Executive Officer
Corning Incorporated

ROBERT BARKER
Professor and Provost Emeritus
Cornell University, Ithaca. NY

JOHN SEELY BROWN
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Xerox Corporation, Palo Alto, CA

VAN C. CAMPBELL
Vice Chairman
Corning Incorporated

JOHN H. FOSTER
Chairman of the Board
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NORMAN E. GARRITY
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Corning Incorporated
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President and Chief Executive Officer*
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Geyser University Professor Emeritus
Harvard University, Cambridge, MA

H. ONNO RUDING
Vice Chairman
Citibank, N.A., New York, NY

WILLIAM D. SMITHBURG

Retired Chairman and Chief Executive Officer
The Quaker Oats Company, Chicago, IL

DIRECTORS EMERITI

MARY L. BUNDY
Retired Clinical Social Worker
New York, NY

FRANCIS H. BURR
Partner
Ropes & Gray. Boston, MA

JOHN B. COBURN

Retired Bishop

Episcopal Diocese of Massachusetts
Boston, MA

BARBER B. CONABLE JR.
Retired President
World Bank., New York, NY

HENRY H. FOWLER

Limited Partner

Goldman. Sachs International Corporation
New York, NY

ROBERT L. GENILLARD
Vice Chairman, Credit Suisse Group
Ziirich, Switzerland

VERNON E. JORDAN IR.

Senior Partner

Akin, Gump, Strauss, Hauer & Feld, LLP
Washington, D.C.

ROBERT . MCNAMARA
Retired President
World Bank, Washington. D.C.

EDWARD L. PALMER
Retired Chairman, Executive Committee

Citibank, N.A., New York, NY

ROBERT G. STONE JR.
Chairman Emeritus
Kirby Corporation. New York, NY

*Effective March 1. 1999
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PRINCIPAL SUBSIDIARIES

CORNING OCA CORPORATION
Marlborough, MA

CORNING ASAHI VIDEO PRODUCTS COMPANY

Corning, NY
(49% owned by Asahi Glass America Inc.)

CORNING S.A.
Avon, France

CORNING GMBH
Wiesbaden, Germany

CORNING JAPAN K.K.
Tokyo, Japan

OPTICAL FIBERS
Deeside, UK.

QUANTERRA INCORPORATED
Englewood, CO

SIECOR CORPORATION
Hickory, NC
(50% owned by Siemens AG)

U.S. PRECISION LENS INC.
Cincinnati, OH

PRINCIPAL ASSOCIATED COMPANIES
[investors shown in italics] (percent owned in parentheses)

AMERICAN VIDEO GLASS COMPANY

Pittsburgh, PA

[Partnership between Asahi Glass America Inc.. Corning
Incorporated and Sony Corporation)

CORMETECH INC.

Durham, NC

[(Mitsubishi Heary Industries Ltd.; Mitsubishi
Chemical Company Ltd.] (50%)

DOW CORNING GCORPORATION
Midland, MI
[The Dow Chemical Company] (50%)

EUROKERA. S.N.C.
Chateau Thierry, France

[St. Gobain Vitrage S.A.] (50%)

EUROKERA NORTH AMERICA. INC.
Greenville, SC
[St. Gobain Fitrage S.A.] (50%)

OPTICAL WAVEGUIDES AUSTRALIA PTY. LIMITED
Melbourne, Australia

[BICC plc] (50%)

PITTSBURGH CORNING CORPORATION
Pittsburgh, PA
[PPG Industries Inc.] (50%)

PITTSBURGH CORNING EUROPE N.V.
Brussels, Belgium
[PPG Industries Inc.] (50%)

SAMARA OPTICAL CABLE COMPANY. LTD.
Samara, Russia
[Samara Cable Company] (51%)

SAMCOR GLASS LIMITED
New Delhi, India
[Samtel Group; Samsung-Corning Company Ltd.] (45%)

SAMSUNG-CORNING COMPANY LTD.
Seoul, South Korea
(Samsung Group] (50%)

SAMSUNG-CORNING PRECISION GLASS COMPANY. LTD.
Seoul, South Korea

[Bokwang Company, Ltd., affiliated with the Samsung
Group] (50%)

SIECOR CMBH
Munich, Germany

[Siemens AG] (50%)

SIECOR GMBH & CO. KC
Neustadt, Germany
[Stemens AG] (50%)




INVESTOR INFORMATION

ANNUAL MEETING

The annual meeting of shareholders will be held on
Thursday. April 29, 1999, in Corning, NY. A formal
notice of the meeting together with a proxy statement
will be mailed to shareholders on or about March 18,
1999. The proxy statement can also be accessed elec-
tronically through the Corning home page on the
internet at http://www.corning.com. A summary report
of the proceedings at the annual meeting will be avail-
able without charge upon written request to Mr. A.
John Peck Jr., vice president and secretary, Corning
Incorporated, HQ-E2-10, Corning, NY 14831.

ADDITIONAL INFORMATION

A copy of Corning’s 1998 Annual Report on Form 10-
K filed with the Securities and Exchange Commission
is available upon written request to Mr. A. John Peck
Jr., vice president and secretary, Corning Incorporated,
HQ-E2-10, Corning, NY 14831. The Annual Report
on Form 10-K can also be accessed electronically
through the Corning home page on the Internet at
http://www.corning.com.

INVESTOR INFORMATION

Investment analysts who need additional information
may contact Ms. Katherine M. Dietz, director of investor
relations, Corning Incorporated. HQ-E2-25, Corning,
NY 14831: Telephone (607) 974-9000.

COMMON STOCK

Corning Incorporated common stock is listed on the
New York Stock Exchange and the Zurich Stock
Exchange. In addition. it is traded on the Boston,
Midwest, Pacific and Philadelphia stock exchanges.
Common stock options are traded on the Chicago Board
Options Exchange. The abbreviated ticker symbol for
Corning Incorporated is “GLW.”

CONVERTIBLE MONTHLY INCOME PREFERRED
SECURITIES

Corning Delaware L.P. convertible monthly income
preferred securities (MIPS) are listed on the New York
Stock Exchange. The abbreviated ticker symbol for the
Corning MIPS is “GLW pfM.”

DIVIDEND REINVESTMENT

Corning’s Dividend Reinvestment Plan allows share-
holders to reinvest dividends in Corning Incorporated
cominon stock automatically, regularly and conveniently.
In addition, participating shareholders may supplement
the amount invested with voluntary cash investments.
Plan participation is voluntary and shareholders may join
or withdraw at any time.

Full details of the Plan are available by writing to the
Secretarv of the company or to Harris Trust and
Savings Bank at the address listed below. Be certain
to include a reference to Corning Incorporated.

TRANSFER AGENT, REGISTRAR AND DIVIDEND
DISBURSING AGENT

Harris Trust and Savings Bank

Shareholder Services Division

P.O. Box 755

Chicago, IL. 60690-0755

Telephone: (800) 255-0461
www.harrisbank.com/corporations/shareholders

For people with hearing impairments, Harris Bank has
a Telecommunication Device for the Deaf (TDD)
telephone. The listing is Harris Bank, Hearing Impaired
Telephone, TDD (312) 461-5633 or TDD (312) 461-5637.

CHANGE OF ADDRESS
Report change of address to Harris Trust and Savings
Bank at the above address.

INDEPENDENT AGCCOUNTANTS
PricewaterhouseCoopers LLP
1301 Avenue of the Americas
New York, NY 10019

“SAFE HARBOR™ STATEMENT UNDER THE PRIVATE
SECURITIES LITIGATION REFORM AGT OF 1095
The statements in this Annual Report which are not
historical facts or information are forward-looking state-
ments. These forward-looking statements involve risks
and uncertainties that could cause the outcome to be
materially different. Such risks and uncertainties include,
but are not limited to, global economic conditions, cur-
rency fluctuations, product demand and industry capac-
ity, competitive products and pricing, manufacturing
efficiencies, cost reductions, availability and costs of
critical materials, new product development and com-
mercialization, manufacturing capacity, facility expan-
stons and new plant start-up costs, the effect of
regulatory and legal developments, capital resource and
cash flow activities, capital spending, equity company
activities, interest costs, acquisition and divestiture
activity, the rate of technology change, ability to enforce
patents and other risks detailed in Corning’s Securities
and Exchange Commission filings.
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CORPORATE VALUES

Corning’s values provide an unchanging moral and
ethical compass that guides the actions of everyone in
the company. The corporate values: Quality, Integrity,
Performance, Leadership, Technology, Independence,
the Individual.

OPERATING ENVIRONMENT

Corning emplovees work in an environment founded
on the corporate values and designed to promote
personal, professional and business growth. The eight
dimensions of the operating environment: Customer
Focused, Results Oriented, Forward Looking, Entre-
preneurial, Rigorous, Open. Engaging, Enabling.

TOTAL QUALITY

Total Quality is the guiding principle of Corning’s
business life. Total Quality performance means under-
standing who the customer is and what the requirements
are, and meeting those requirements better than anyone
else, without error, on time, every time.

ENVIRONMENTAL POLICY

Corning Incorporated is committed to protecting the
environment wherever we operate in the world. We
achieve this by complving with and striving to exceed
all applicable laws, regulations and company standards;
maintaining an environmental management system
that assures policy implementations; recvcling whenever
possible and working to create innovative recycling
opportunities; and promoting and increasing envi-
ronmental awareness within our plants and facilities.

CORNING FOUNDATION

The Corning Foundation was established to administer
the charitable contributions of Corning Incorporated.
Grants 10 communities in which Corning operates
account for some 50% of Foundation assistance. Typical
recipients are performing arts organizations, school
systems, libraries, hospitals and programs to promote
technical education for women and other underrepre-
sented groups.

Emplovee giving is encouraged by the Foundation
through its Matching Gifts Program. A Foundation
Report of Activities is available to shareholders upon
written request to Mr. A. John Peck Jr., vice president
and secretary. Corning Incorporated, HQ-E2-10,
Corning, NY, 14831.

TRADEMARKS

The following trademarks of Corning Incorporated
and its subsidiaries appear in this report:
DCM

Duraclad

EuroKera

FiberGain

Fotoform

HPFS

Infinicor

LaserLife

LEAF

Macor

MicroPlasma

MultiClad

Pyroceram

Shorties

Titan

Vycor

Neither this report nor any statement contained
herein is furnished in connection with any offering of
securities or for the purpose of promoting or influ-
encing the sale of securities.

Corning is an equal opportunity employer.
Printed in USA
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